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Energy will be one of the defining issues of this century. One thing is clear: 
the era of easy oil is over. What we all do next will determine how well we meet 
the energy needs of the entire world in this century and beyond. 


Demand is soaring like never before. As populations grow and economies 
take off, millions in the developing world are enjoying the benefits of a lifestyle 
that requires increasing amounts of energy. In fact, some say that in 20 years 
the world will consume 40% more oil than it does today. At the same time, 
many of the world’s oil and gas fields are maturing. And new energy discoveries 
are mainly occurring in places where resources are difficult to extract, 
physically, economically and even politically. When growing demand meets tighter 
supplies, the result is more competition for the same resources. 


We can wait until a crisis forces us to do something. Or we can commit to working 
together, and start by asking the tough questions: How do we meet the energy 
needs of the developing world and those of industrialized nations? What role will 
renewables and alternative energies play? What is the best way to protect our 
environment? How do we accelerate our conservation efforts? Whatever actions 
we take, we must look not just to next year, but to the next 50 years. 


At Chevron, we believe that innovation, collaboration and conservation are the 
cornerstones on which to build this new world. We cannot do this alone. 
Corporations, governments and every citizen of this planet must be part of the 
solution as surely as they are part of the problem. We call upon scientists 
and educators, politicians and policy-makers, environmentalists, leaders of 
industry and each one of you to be part of reshaping the next era of energy. 
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HAI PRIME MINISTER Thaksin Shinawatra is often said to 
govern his country like the hard-charging cEo of a compa- 

ny. Initially this brought him unprecedented popularity with 
Thais weary of ineffectual government. However, as Ukrist Pathman- 
and writes in this issue, the shortcomings of this approach are now 
apparent. Instead of effecting reconciliation in a historically restive re- 
gion, Mr. Thaksin has stirred up simmering hatreds. Opposition leader 
Abhisit Vejjajiva also told us in an interview that Thais are beginning 
to wake up to the waste and corruption engendered by the Thaksin 
administration’s “stimulus” policies. 

Meanwhile, the perplexing debate in the U.S. over China National 
Offshore Oil Corporation’s bid to buy Unocal suggests that China suf- 
fers from an image problem. Many Americans have reacted emotionally, 
and latched onto flimsy justifications why the transaction would hurt 
American interests. In this issue, Edward Graham of the Institute of In- 
ternational Economics contributes an essay showing that in fact there 
is no sound argument that these interests would be imperiled. 

So why is China so feared in some quarters? Officials in Beijing like 
to say that their antagonists are stuck in a “Cold War mentality.” There- 
fore, those who harbor mistrust of China are ignorant and prejudiced. 

These officials are fooling themselves if they really believe that the 
problem is so simple. Judging by the volume of books and articles about 
China, the world is indeed eager to learn more about the country. But 
anyone seeking information sooner or later runs up against a culture of 
secrecy and censorship that suggests Beijing has much to hide. One ex- 
ample is the arrest of Hong Kong reporter, Ching Cheong, discussed by 
Lin Neumann in this issue. Here’s another: The June issue of the REVIEW 
itself was banned in China because it contained a review of a revealing 
new biography of Mao Zedong by Jung Chang and Jon Halliday. 

True, China allows more transparency and freedom to debate some 
economic policy issues these days, as the translated column by Wu 
Jinglian demonstrates. However, the old mentality persists in most oth- 
er areas, and this could have far-reaching consequences. For instance, 
there are growing fears that Beijing is trying to cover up how widely the 
H5N1 influenza virus has infected its wild bird population. 

As Haruko Satoh writes in her essay this month, nations engender 
trust through predictable and transparent behavior. Beijing’s officials 
would be better off thinking on this instead of the Cold War. 


H.R. 
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CIETAC’s Integrity 


CHINA INTERNATIONAL ECONOMIC & 
Trade Arbitration Commission staff mem- 
ber Cao Lijun’s formalistic response (June 
REVIEW) to my “Time to Fix China’s Arbi- 
tration” January/February REVIEW) fails 
to come to grips.with any of my criticisms 
of CIETAC’s practice. Why does CIETAC con- 
tinue to appoint its own personnel as ar- 
bitrators, especially presiding arbitrators? 
Why does cIETAC not require the presid- 
ing arbitrator in foreign-related cases to 
always be from a third country unless the 
parties agree otherwise? Should not c1- 
ETAC limit the number of cases that an ar- 
bitrator can handle at any time? Should 
not CIETAC prohibit its panel of arbitra- 
tors from serving as advocates in other 
cases before it as to curb the “You scratch 
my back, I’ll scratch your back” ethos that 
threatens their impartiality? What should 
CIETAC do to prevent further undetected 
conflicts of interest, assure the confiden- 
tiality of its proceedings and stop arbitra- 
tors from engaging in ex parte contacts? 
Has CIETAC staff ceased drafting awards 
for some of its Chinese arbitrators? 

Mr. Cao ignores all these questions of 
institutional integrity. He does seek to an- 
swer one serious charge—that creTac has 
sometimes pressed its Chinese arbitra- 
tors to alter the outcome of their proposed 
award, claiming that this “derives from a 
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misunderstanding” of its rule authorizing 
its scrutiny of proposed awards for tech- 
nical mistakes. But my essay makes clear 
that creTac has gone far beyond this, actu- 
ally influencing decisions on the merits. 

Mr. Cao also tries to divert attention 
from my recommendations by implying 
that I should have submitted them to c1- 
ETAC rather than publish them. Actually, 
CIETAC has long been aware of my views, 
which I had submitted in the course of 
concrete cases. Indeed, one improvement 
in CIETAC’s newly revised rules, permit- 
ting a dissenting arbitrator’s opinion to 
be made available to the parties, can in 
part be attributed to my protest in a case 
involving a foreign investor’s unsuccess- 
ful $35 million claim. I also presented my 
recommendations in lectures and publica- 
tions prior to the Xiamen speech on which 
my REVIEW essay was based. The text of 
that speech, given six months before c1- 
ETAC’s most recent rules went into effect, 
was also available to CIETAC. 

It was particularly gratifying to me that, 
in the discussion that followed my Xiamen 
presentation, experienced Chinese arbitra- 
tors were courageous enough to confirm 
the accuracy of my description of CIETAC’s 
failings, and no one challenged them or me. 
Regrettably, creTac has not been as candid. 
Instead of heeding my recommendation for 
greater transparency, it has moved to re- 
strict my opportunities for further obser- 
vation of its proceedings by dropping me 
from its panel of arbitrators as of May 1. Al- 
though cIETAC’s newly-revised rules for the 
first time permit a party to appoint an ar- 
bitrator who is not listed on the panel, this 
can only be done “after the appointment 
has been confirmed by the Chairman of the 
CIETAC in accordance with the law.” What 
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this will mean in practice is as opaque as ev- 

erything else about cIETAC’s internal pro- 

ceedings, but I am not counting on future 
assignments to be a CIETAC arbitrator! 

Jerome A. Cohen 

NYU School of Law 

Council on Foreign Relations 

New York 


Missing the Point in Taiwan 


YAN XUETONG’S ESSAY “Suppressing Tai- 
wan Independence” in the June REVIEW 
is probably the most objective analysis of 
Taiwan’s political landscape by a mainland 
scholar to date. For Mr. Yan and fellow RE- 
VIEW readers, please allow me to point out 
the following: ‘ 

The main subject of Taiwan politics is 
not necessarily the struggle between “pro- 
independence” and “anti-independence” 
forces. It should more accurately be de- 
scribed as a struggle between “pro-de- 
mocracy” and “antidemocracy” forces. The 
Democratic Progressive Party and the Tai- 
wan Solidarity Union (Collectively known 
as the “green camp”) advocate using a ref- 
erendum, at an appropriate time in the fu- 
ture, to decide whether Taiwan should be 
independent or be part of China. It is im- 
plied and understood that if unification is 


what the Taiwanese people want, then the - 


green camp will accept the outcome. By 
contrast, the KMT and the People First Par- 
ty (collectively known as the “blue camp”) 
oppose any such referendum and rule out 
the possibility of any outcome other than 
unification at some future date. 

Most mainland scholars and politicians 
talk about the democratization of Taiwan 
as if it were a bad thing. Perhaps their time 
would be better spent studying how Chi- 
na itself can become a democratic nation. 
If China lets its people choose its leaders, 
and assuming the economy continues to 
grow at impressive speed, China should 


not fear the democratization of Taiwan. 

In 50 years China will be so free, mighty 

and rich that the Taiwanese electorate 

will overwhelmingly vote to join this great 
Chinese nation. 

Don Y. Lee 

Taipei 


IT IS GOOD to know about China’s view on 
cross-Strait relations. However, I would 
like to point out some illogical arguments 
in the article. 

First of all, Taiwan is a democratic coun- 
try where the president has to respect public 
opinion to formulate the best possible na- 
tional policies. On cross-Strait issues, when 
the debate over Taiwan’s future is still go- 
ing on, it will be better for both Taiwan and 
China to keep a constructive vagueness to- 
ward the ties in between, so as to gain time 
to improve mutual understanding. There- 
fore, Taiwan’s current mainland policies 
are the blueprint for reaching that goal. The 
reason Mr. Yan got this wrong may be that 
China is ruled by unelected leaders. 

Secondly, I cannot see the connection 
between China’s military threats against 
Taiwan, and the economic and cultural ex- 
changes across the Strait. Beijing’s hostile 
attitude toward Taipei cannot help China 
to win the hearts and minds of Taiwanese 
people. Almost all opinion surveys in Tai- 
wan indicate that while cross-Strait trade 
and investment flourish, the Taiwan public 
has not been drawn closer to China. The 
P.R.C.’s attempts at intimidation during 
the 1996 Taiwan presidential election were 
counterproductive. Most analysts believe 
these boosted Lee Teng-hui by 5% in the 
polls, earning him a majority as opposed 
to amere plurality. This situation can only 
be explained by the fact that the so-called 
“military deterrent force” has the opposite 
result. Perhaps it is time for Beijing to re- 
evaluate its policies toward Taiwan. 

Catherine Su Lufei 
Hong Kong 
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Revising History 


IN READING STEPHEN Morris’s June review 
ofa book by Gareth Porter, it becomes clear 
just who is providing a “revisionist history 
of the Vietnam War,” and it’s not Mr. Por- 
ter. Mr. Morris does rightly dismiss Mr. 
Porter’s assertion that both Kennedy and 
Johnson were victims of a national secu- 
rity bureaucracy run amok, an assertion 
that has the unfortunate effect of excusing 
either president from responsibilities of the 
war in Indochina, leaving a “countryside 
that literally dies under the blows of the 
largest military machine ever unleashed on 
an area of this size” (Bernard Fall). Similar- 
ly, there’s little reason to suspect American 
involvement in Vietnam for reasons other 
than prevention of communist influence, 
as the Pentagon Papers and other internal 
government documents show. 

U.S. foreign-policy decisions, according 
to Mr. Morris, “have to do with the behavior 
of other nations,” as America only reacts to 
check aggressive states bent on world dom- 
ination and nothing else. He further notes 
that “Obviously, the Cold War had every- 
thing to do” with the American destruction 
of Vietnam, apparently accepting the com- 
mon argument that the U.S. has every right 
to play judge, jury and executioner in inter- 
national affairs, so long as the costs to our- 
selves aren’t too high, whatever the price 
others must pay. One wonders if the moth- 
ers and brothers, husbands and daughters 
of the two million to three million Viet- 
namese killed would agree that ridding 
their country of communist influence was 
worth the price. Such moral questions rare- 
ly trouble American intellectuals. 

It is interesting that Mr. Morris speaks 
grimly of “retroactive justifications for 
past actions,” lamenting “act[s] of decep- 
tion.that any honest scholar should.be 
complicit in” as he attempts to carefully 
revise history. This “campaign of political 
assassinations undertaken by communist 
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cadres” he describes is true enough, but 
perhaps forgotten is the government ac- 
tually targeted by the South Vietnamese 
insurgency: the brutal and corrupt Diem 
regime, set up illegally after the 1954 Ge- 
neva accords by the U.S. 

The accords, which the U.S. did not sign 
but agreed to uphold, declared that “the 
military demarcation line is provisional 
and should not in any way be interpret- 
ed as constituting a political or territorial 
boundary.” Diem immediately moved to 
cancel the scheduled 1956 elections called 
for at Geneva while consolidating power, 
all facts ignored by Mr. Morris. 

Even more absurd is Mr. Morris’s state- 
ment that “Hanoi always controlled the 
communist movement in the South.” This 
is simply untrue, as anyone who bothered 
to pay attention to internal documents and 
widely available press accounts knows. 
The reality is much more difficult to bear: 
The National Liberation Front was a mass 
movement consisting almost entirely of 
South Vietnamese peasants determined to 
drive American aggressors off their land. 

Such is the obedience of the American 
intellectual, determined to present histo- 
ry void of U.S. complicity and often direct 
involvement in murder and destruction so 
that those in power might continue their 
adventures absent the knowledge of their 
crimes by the American public. 

Dane Baker 
Knoxville, Tennessee 


What About Nuclear? 


PHILIP ANDREWS-SPEED INFORMED us 
well on much of the current and future 
situation, but glaringly omitted any ref- 
erence to the nuclear power contribution 
to China’s energy requirement in his June 
2005 article. At first, one suspected that 
the 0.7% contribution in 2000 did not war- 
rant mention, but the Stanford Universi- 
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ty Program on Energy: and Sustainable 
Development and Zheng Jianchao of the 
Electric Power Institute of China, quoted 
in The Weekend Australian of June 25-26 
2005, estimate that by 2020 this will rise 
to more than 4% in a wildly expanding en- 
ergy scenario. Surely this is significant. 
May we be given an update by the RE- 
VIEW on this important topic soon, as Aus- 
tralia gears up to supply the raw materials 
needed, including the feasibility study rec- 
ommendation for Roxby Downs, to expand 
production of co-product uranium from 
5,000 tons per annum to 15,000 tpa? 
Colin C. Brooks 
South Plympton, Australia 


America and Israel 


KUDOS TO YOU for having the courage to 
publish Aspianor Masrie’s views on how 
the pro-Israeli lobby in the United States 
unjustly tilts American policies. The views 
he expresses are commonly held, and ex- 
pressing them is an important step toward 
debate. All too often, criticism of Israel is 
falsely labeled anti-Semitism. 

The article tag-line says that his views 
“may be disturbing.” There are many Amer- 
icans who are also deeply disturbed by how 
our dogmatic pro-Israel stance is damaging 
our stature in the world today. 

Badruddin Khan 
San Francisco 


I DO VERY much appreciate the REVIEW’s 
commitment to publishing a wide range of 
views on all'topics, but does this mean that 
you.intend to set aside obvious factual inac- 
curacies to achieve that goal? In areference 
to the U.S. Congress, Mr. Masrie states: “.. 
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almost 90% of the senators and congress- 

men claim to be of Jewish descent.” I chal- 
lenge him to back that up. 

David Levy 

Montreal, Canada 


Mixed Motives 


REGARDING THE ESSAY, “The Exclusive 
Kingdom of Bhutan” in the May REVIEW, 
Lynne O’Donnell made several errors in 
the article in her effort to sensationalize 
the piece, in particular her account of Mr. 
Rongthong Kunley Dorji whose story she 
has recounted without any crosschecking. 

If she had taken the trouble to check 
about Mr. Kunley Dorji during her visit 
to Bhutan, where she met many senior 
officials and private Bhutanese citizens, 
she would have found out that Mr. Dorji 
had actually absconded from Bhutan to 
escape legal action against him for fraud 
and nonrepayment of loans from finan- 
cial institutions and private individuals. 
Five such cases were sub judice in the 
High Court and one of the district courts 
of Bhutan. Two more cases of financial 
fraud were registered against him by two 
business associates in the district court 
of Samdrupjongkhar after his departure. 
The total amount involved as of 1994 is 
Nu. 10,115,345, or about $250,000. 

Mr. Dorji distorted facts and maligned 
the Royal Government of Bhutan to proj- 
ect himself as a political activist and used 
Nepal as his base to carry out seditious ac- 
tivities against Bhutan. 

Jigme Tenzin 

Third Secretary (Press) 
Royal Bhutanese Embassy 
New Delhi, India 
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Thaksin’s Policies 
Go South 


by Ukrist Pathmanand 





RIME MINISTER Thaksin 
Shinawatra’s mishan- 
dling of the conflict in 
Thailand’s Muslim south 
has already had serious 
consequences both at home and abroad. By 
exacerbating the violence, he hurt Thai- 
land’s domestic security as well as its rela- 
tionship with neighboring Malaysia, the 
Association of Southeast Asian Nations 
and the broader Muslim world. But get 
ready for worse to come. While in March 
it appeared that Mr. Thaksin was chang- 
ing tack with the creation of National Rec- 
onciliation Commission, in fact the 
government is persisting with populist 
and confrontational policies which in- 
crease the threat of a broad-based seces- 
sionist movement. 

In the last 18 months, more than 800 
people have died in political violence in 
the three, predominantly Muslim provinc- 
es of Yala, Narathiwat and Pattani, on 
Thailand’s border with Malaysia. The most 








infamous incident took place on October 
25, 2004, when a mob of around 3,000 pro- 
testors encircled the Tak Bai police station 
in Narathiwat town. Security officers 
called in to quell the unrest made more 
than 1,000 arrests. Forced to lie down on 
the street while waiting to be transported 
in tightly-packed trucks to a detention 
center some 130 kilometers away, 78 peo- 
ple died from suffocation or dehydration. 
In January of last year, insurgents loot- 
ed weapons from the Fourth Development 
Battalion of the Royal Thai Army in Nara- 
thiwat’s Cho Airong district. This was fol- 
lowed by arson attacks on 20 schools on 
April 28 in which 113 people were killed. 
On the same day, an assault by the Thai 
military on the Krue Se mosque in Pattani 
province killed 32 local Muslims. 





=~ Mr. Ukrist is senior researcher at the Insti- 
tute of Asian Studies, Chulalongkorn University 
in Bangkok, and co-author with Duncan McCa- 
rgo of The Thaksinization of Thailand (Nordic 
Institute of Asian Studies, 2005). 
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In addition to these events, other vio- 
lent incidents happen on an almost daily 
basis. Victims have included judges, a dep- 
uty provincial governor, government offi- 
cials, police and military officers, as well 
as monks, teachers and ordinary residents. 
Earlier this month, an attack by insurgents 
in the town of Yala left two policemen 
dead and 22 people injured, while two 
teachers were murdered in Narathiwat 
province. Mr. Thaksin reacted by declar- 
ing an emergency, and introduced a host 
of Draconian new measures. These includ- 
ed some that allow the detention of sus- 
pects without charge and the banning of 
newspapers and other publications that 
are deemed a threat to national security. 


Haste Lays Waste 


HOW DID THAILAND find itself in this pre- 
dicament? From the start of his first term 
in 2001, Prime Minister Thaksin never 
paid much attention to simmering dissat- 
isfaction in the south. So his initial reac- 
tion to the eruption of violence was to quell 
it quickly and decisively. Following the 
January 2004 Narathiwat arms theft, Mr. 
Thaksin immediately declared the inci- 
dent was simply the work of “common 
bandits,” and that the culprits would be ar- 
rested within seven days. 

However, almost all of the prime minis- 
ter’s high-ranking advisers were convinced 
the raid had been masterminded by terror- 
ist and separatist movements, and had been 
telling the public such. “They [the insur- 
gents] have set goals that within 1,000 days 
from New Year, they would seize Narathi- 
wat and hoist a new flag at the [southern 
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royal retreat of] Thaksin Rajanives Palace,” 
Reuters news agency reported Defense 
Minister General Thammarak Isarangkura 
na Ayudhaya as saying in a special live 
broadcast of a cabinet meeting. 

Undeterred, Mr. Thaksin stepped in to 
take immediate action against the “ban- 
dits.” All units overseeing security affairs 
were summoned for a meeting on the eve- 
ning after the raid, during which the prime 
minister reprimanded then Interior Min- 
ister Wan Mohamad Nor Matha, himselfa 
Muslim, and Army Chief General Chaisit 
Shinawatra for their ignorance on the mat- 
ter, and expressed his anger at the police 
for failing to communicate properly with 
the military. 

Mr. Thaksin then decided to deploy 
thousands of soldiers in the south, and a 


‘ new military division was set up. Secret 


agents were also dispatched, resulting in 
the arrests of many people (even to this 
day no precise figures are available). 

The prime minister’s public criticism 
of those who understood the situation bet- 
ter and his think-fast-act-fast style dis- 
couraged those around him from proposing 
alternate, more peaceful approaches. For 
example, the prime minister dismissed 
Deputy Prime Minister Chaturon Chai- 
saeng’s proposal for a more moderate ap- 
proach and kept it off the cabinet’s agenda, 
saying it was based solely on information 
gathered from a single group of Muslims. 
This ignored the fact that many academ- 
ics, who had the courage to speak up and 
offer their suggestions, had been propos- 
ing similar peaceful approaches through 
the media all along. 

By the time the violence in the south 
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had started to snowball and became a focal 
point ofinternational attention—especially 
due to the Tak Bai tragedy—Mr. Thaksin 
was already in a precarious political posi- 
tion. In order to maintain support, he had 
to appeal to the Thai public’s patriotic sen- 
timents. On the night he departed for Tak 
Bai, Narathiwat, he reiterated he would 
never sacrifice a square inch of Thai terri- 
tory. Moreover, he had to be careful not to 
alienate the politically powerful military. 
Both of these considerations reduced his 
space to maneuver. 

Two independent commissions were 
setup to inquire into the violence that had 
taken place in the Krue Se Mosque and 
Tak Bai incidents. Yet despite the fact that 
both were made up of former state officials 
and government staff, and that their re- 
ports only slightly touched upon the mili- 
tary—concluding that the military acted 

: more aggressively than was necessary. 

Fourth Army Commander Lieutenant 
General Pisarn Wattanawongkiri and two 
other officers were transferred out of the 
area and brought to trial under the mili- 
tary court. Only one other off-duty mili- 
tary officer, responsible for ordering the 
assault at Krue Se Mosque, was trans- 
ferred out of the area. Such light penalties 
given to low-level officers showed how re- 
luctant the government was to confront 
the military. 

The crisis also led Mr. Thaksin into con- 
flict with one of Thailand’s most revered 
political institutions, the Privy Council, 
comprised of 17 wise men chosen by King 
Bhumibol Adulyadej as his personal advi- 
sors. Their suggestions, especially in times 
of crisis—such as during the “Bloody May” 


period of political violence in 1992, and on 
the self-subsistence economic projects ini- 
tiated after the Asian financial crisis in 
1997—are often interpreted as reflections of 
the king’s thoughts. 

More recently, two influential privy 
councilors spoke directly and publicly 
against Prime Minister Thaksin’s zoning 
policies and budget cuts for the south. 
Privy Councilor General Surayud Chula- 
nont said that many southern Muslims 
told him they did not agree with govern- 
ment policies, but that this didn’t mean 
they were implacably opposed to Thai 
rule. He emphasized that the Thai justice 
system should ensure fair treatment for 
both Muslim ethnic Malays and as well as 
Buddhist Thais. He gave evidence that re- 
ligious teachers were arrested for their 
suspected connections with violent at- 
tacks, while no arrests were made for 
those responsible for the deaths of scores 
of Muslim protesters in Tak Bai and the 
mysterious disappearance of Muslim law- 
yer Somchai Neelahphaijit, who defended 
Muslims suspected of involvement in the 
campaign of terror. General Prem Tinsu- 
lanonda, chair of the Privy Council and a 
former prime minister, also said publicly 
that the government must correctly un- 
derstand the nature of the problem if its 
efforts at resolution are to succeed. 


Alienating Friends 


AFTER HIS ASCENSION to Thailand’s top 
political post, Mr. Thaksin’s economic pol- 
icies, coupled with his regional diplomatic 
achievements and his official visits to sev- 
eral powerful countries, strengthened his 
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chance of becoming a leading Asian states- 
man. The economic policies he developed 
to pull Thailand out of the crisis—focusing 
on domestic growth and the expansion of 
wealth to the grassroots level—were ap- 
provingly mentioned by other Asian lead- 
ers as a possible new economic model for 
the region. Thailand’s hosting of the Asian 
Cooperation Dialogue and the APEC sum- 
mit in Bangkok also increased Mr. Thak- 
sin’s stature. 

However, his mishandling of the south- 
ern unrest dramatically changed the tenor 
of relations with Malaysia and Indonesia. 
Instead of becoming Asia’s senior states- 
man, Prime Minister Thaksin is now in- 
creasingly seen as the troublemaker of 
the region. 

When violence in the south escalated, 
former Malaysian Prime Minister Dr. Ma- 
hathir Mohamad advised the Thai govern- 
ment that provinces in the predominantly 
Muslim south of Thailand should be grant- 
ed autonomy. He gave face to the Thai gov- 
ernment, saying “...Prime Minister Thak- 
sin is a tolerant person and he will pay 
heed to the demands of our Muslim breth- 
ren in Thailand.” Dr. Mahathir also 
stressed the importance of holding talks 
and listening to the plight of southern Thai 
Muslims. He reminded Thailand not to al- 
low the military to take the lead in solving 
the conflict in the south as that would only 
worsen the problem. 

Mr. Thaksin, however, hit back at the 
claim immediately, dismissing the advice 
as unconstructive. Moreover, in an effort 
to maximize votes in the February general 
election, he sacrificed relations with Thai- 
land’s neighbors. In a widely broadcast ad- 
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dress to the governors of all 76 provinces 
last December, the prime minister indicat- 
ed that the Malaysian forests harbored 
combat training grounds for Thai terrorist 
movements, and that Indonesian universi- 
ties were spreading the fundamentalist 
ideology behind the terrorist movements 
operating in Thailand. 

Malaysia’s current Prime Minister 
Abdullah Ahmad Badawi vehemently de- 
nied Mr. Thaksin’s allegation and demand- 
ed that Thailand show proof. The 
Malaysian leader further complained that 
if evidence were really available, diplomat- 
ic means should have been used to inform 
other parties in private instead of making 
such public accusations, and suggested 
that the coming election might have been 
the real motivation behind Mr. Thaksin’s 
remarks, But instead of patching up rela- 
tions, Mr. Thaksin has since threatened to 
walk out of the upcoming Asean summit 
in Vientiane, Laos if the Tak Bai tragedy is 
raised by Malaysia and Indonesia. 


Aborted Reconciliation 


IN LATE MARCH, the southern crisis 
seemed to have come to a positive turning 
point. Respected former Prime Minister 
Anand Panyarachun accepted Mr. Thak- 
sin’s invitation to chair a National Recon- 
ciliation Commission, which was 
established to bring about several con- 
structive changes to the problems of Thai- 
land’s southern region. 

In a rather surprised tone, Mr. Anand 
told Thais that he had detected a positive 
change in the prime minister’s thinking. 
Even though the two leaders had opposing 
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views on certain issues, apparently they 
had agreed on a final goal—resolution of 
the conflict by peaceful means. Mr. Anand 
was given the authority to hand-pick the 
48 members in the commission with the 
understanding that it would work inde- 
pendently from the government. The com- 
mission comprised a variety of members 
from civil society, political parties and the 
public sector. It’s noteworthy that several 
members of the NRC were known to have 
voiced opposite views from or disagreed 
with Mr. Thaksin and the government, but 
all parties put aside their differences to 
work together. 

Initially, many proposals presented by 
the NRc met with a positive response from 
the government, such as the eventual pub- 
lic release of the inquiry panels’ reports on 
the Krue Se Mosque massacre and the dis- 
persal of the Tak Bai mob. Two other pro- 
posals—to drop the charges against 58 
suspects in the Tak Bai police station mob 
case, and the lifting of martial law—were 
taken into consideration. 

Moreover, the government’s response 
toward the idea of lifting of martial law 
was very positive. Mr. Thaksin agreed 
with the nrc’s observation that the title 
“martial law” created an unfavorable im- 
pression internationally, and said that he 
would consider a legal replacement. 

However, after encountering resistance 
from the military, the government returned 
to its original standpoint and started stall- 
ing. The military’s Supreme Command is- 
sued a statement saying that, in effect, 
martial law was practiced only partially, 
and that it needed a legal basis to send com- 
bat troops into any area for an operation 


unrelated to war. The current army chief 
insisted in an interview that the military 
had been protecting innocent people from 
offenses and providing security for people 
in all areas. Besides, he told the reporter, he 
disagreed with the reduction in the number 
of troops operating in the south. 

The government encouraged a gradual 
crescendo in public objections to the NRc’s 
proposals, and also used some radio pro- 
grams to attack the NRc’s operations. Some 
programs and reports criticized individual 
members of the nrc, and even accused 
them of belonging to the insurgent move- 
ments, Other programs instigated patriotic 
outrage toward Muslim Thais in the south. 
Public sentiment increasingly seemed to fa- 
vor extreme methods for a quick end to the 
problems in the south. ; 

On the other side, the NRC grew impa- 
tient with the government’s withdrawal of 
support. Surichai Wankaew, a key member 
of the commission, said after a June 6 
meeting that the main agenda of the meet- 
ing was to call for all units, both inside and 
outside the government, to strictly support 
peaceful means in solving unrest in the 
south. The statement referred directly to 
Mr. Thaksin, indicating that the prime 
minister must also boost the efficiency of 
all agencies involved in tracking the south- 
ern unrest and build up unity among them. 
Also, he said, the prime minister must be 
decisive in dealing with anyone who op- 
poses or undermines efforts to return 
peace to the deep south through peaceful 
means whether they are politicians, mem- 
bers of the cabinet, government officials or 
members of the government-controlled 
media. 
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As if sensing the government’s inclina- 
tion to withdraw itself from solving prob- 
lems in the south, Mr. Surichai has said 
that the nrc is speeding up its operations 
in order to submit a proposal that would 
aim to restore peace in the south by Au- 
gust at the latest. Then the commission 
would dissolve itself, leaving it to the gov- 
ernment to decide whether to put the pro- 
posal into practice. 

The problem of violence in the south has 
since returned to the boil. The government 
has allowed the military and security units 
to freely oppose the nRc’s proposals and 
has allowed criticism by some conservative 
radio programs to go unchecked. The gov- 
ernment has also ignored the increase in 
bombings that signify objections against 
the peaceful problem-solving methods. 
Worst of all, there are suspicions that sev- 
eral bombings were carried out by military 
groups as provocations, yet the government 
lacks the will to tackle them. 

In short, the government has backed 
away from the reconciliation process and 
instead is pandering to hysterical Thai pa- 
triotism. This is one way for Mr. Thaksin 
to run away from his many political prob- 
lems, including conflicts within his Thai 
Rak Thai party, an economic slowdown as 
the result of high oil prices, and pressure 
from society demanding that he fulfill ex- 
travagant promises. 

As aresult, Muslim Malays’ distrust of 
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the state will continue to rise. In the me- 
dium term, the divisions among majority 
Buddhists and minority Muslims will be- 
come more explicit. Consequently, racism, 
hatred and killing among the groups will 
continue to escalate. The violence will 
continue, and the risk of secession by the 
three Muslim provinces is considerable. 


T 


Unfortunately, the government and main- 


HAILAND HAS NEVER before 
been confronted by such a com- 
plicated and violent conflict. 


stream society are partly responsible for 
exacerbating the conflict. 

Cultural and religious conflicts require 
time and understanding from society if 
they are to stand any chance of resolution. 
Even if the prime minister were deter- 
mined to stay this course, there are no 
guarantees—the southern crisis requires 
balancing cultural and religious differenc- 
es, Thai patriotism and the sensitivity of 
the military. For a leader like Mr. Thaksin, 
who is not known for listening to other 
voices, this is an especially big challenge. 

Nevertheless, if he hopes to salvage the 
situation, Mr. Thaksin must stop ignoring 
the crisis and revisit the south for the first 
time since the Tak Bai tragedy in October 
2004. It’s time that he re-engage with the 
NRC and again respond to its proposals be- 
fore it’s too late. W 
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Managing the Rise 
Of Asia 


by Surakiart Sathirathai 
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HE RISE OF Southeast 
Asia is changing Asia, 
and the rise of Asia is 
changing the world. No 
question facing the in- 
ternational community is more urgent than 
whether Asia’s economic, political and cul- 
tural rise will be peaceful and Asia’s in- 
creasing prosperity widely shared. The 
commonplace observation has all too often 
proved true: Rising powers can disturb 
their neighborhoods and destabilize world 
order. We in Asia have a special responsi- 
bility now to ensure that these changes are 
peaceful, that they spread prosperity, and 
that they contribute to global respect for 
our common environment and for the val- 
ues of our common humanity. 





To meet these obligations, we must re- 
main open to one another, respecting the 
diversity of our paths forward, and cooper- 
ating with one another as we build our 
common future. We must also remain open 
to the world and to new ideas. Dramatic 


changes demand the most creative respons- 
es. We succeed only in partnership with 
friends outside Asia and with the help of 
the institutions of the world community. 

In Europe, it took three generations of 
Franco-German warfare before an entente 
between them could drive economic, legal 
and political cooperation. For all the con- 
tributions the other smaller nations made 
over the years, the engine for European in- 
tegration has remained the larger powers. 
The result is a complex, but largely unified 
economic, legal and increasingly political 
union. 

In Asia, we have also had wars—but the 
engine for cooperation has been shaped 
more directly by economic opportunities 
and cultural links. We did not begin with 
an entente among the larger players, ex- 
hausted from conflict; rather the smaller 
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powers have played a more central role. In- 
deed, the member states of the Association 
of Southeast Asian Nations have moved 
most quickly to institutionalize multilater- 
al collaboration. 

The history of the European Union can- 
not be told without appreciating its rela- 
tionship to the North Atlantic Alliance, to 
the Bretton Woods institutions, and to the 

. broader context of East-West relations be- 
fore and after the Cold War. Nevertheless, 
the project of European unification has of- 
ten functioned as a de facto geographical 
and cultural limit on European statecraft. 
Although Europe is certainly not a “for- 
tress,” there is no question that European 
“identity” remains central in designing the 
political agenda for common efforts. 

As in Europe, Asian cooperation has al- 
ways been undertaken in the context of a 
diverse network of bilateral and multilat- 
eral alliances, collaborative institutions and 
economic partnerships with the rest of the 
world. Nevertheless, our experience of the 
Cold War was different—for many Asian 
nations, it was not at all cold, and nor did it 
end as dramatically. We suffered hot wars 
in Korea and Vietnam during the “post- 
war” period. The sharp regime changes in 
East and Central Europe after 1989, and the 
rapid transition from outside to inside the 
European framework, had no parallel in 
Asia. Rather, our national regimes have fol- 
lowed diverse patterns of transformation— 
some rapid, some less so—with quite 
different end points in view. 

Throughout, economic arrangements 
were closer to the center of our collabora- 
tive imagination. Economic opening has of- 
ten proceeded more swiftly than political 
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opening. At the same time, all major Asian 
powers have very significant cultural, eco- 
nomic and political alliances with powers 
outside Asia. “Asian identity” and “Asian in- 
tegration” have not been at the center of our 
institutional collaboration. 

Significant fault lines continue to cross 
the Asian political landscape. The Korean 
peninsula remains the most salient, but 
conflict at any number of international 
flash points in Asia is not difficult to imag- 
ine. Over the past year we have been re- 
minded, for example, of tension between 
China and Japan. As aresult, the structure 
of inter-Asian cooperation will differ from 
that in Europe. More significantly, the 
peaceful rise of Asia will depend on the 
steady, patient help of friends and allies 
outside Asia, and on the availability of 
global multilateral institutions. 

Inside Asia, we find more diverse insti- 
tutions and diplomatic arrangements for 
cooperation, spearheaded by various play- 
ers. Many have been rooted in bilateral co- 
operation, often among the larger Asian 
states. We should be encouraged by the 
strengthening of bilateral cooperation be- 
tween China and India, or India and Rus- 
sia. Across Asia, the result is a complex 
landscape of longstanding bilateral friend- 
ships and new partnerships. 


Institutions Hold the Key 


MANAGING ASIA#’S RISE is, in the language 
of the League of Nations, a project of 
“peaceful change.” It will require the sub- 
tle and dynamic engagement of bilateral 
and multilateral institutions and more in- 
formal arrangements. There is much ex- 
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perience on which we can draw. We have 
also long had more ad hoc multilateral ef- 
forts to address particular issues, often in- 
volving powers outside Asia; the response 
to SARS, tsunami relief and the talks with 
North Korea are examples. Many other 
collaborative efforts have come from the 
private sector, or had strong public/private 
partnerships as a foundation. 

Consequently, the institutional resourc- 
es and experiences at our disposal as we 
think about managing Asia’s peaceful rise 
are complex. Henry Kissinger famously 
quipped that Europe has no telephone num- 
ber to call. Neither does Asia—nor should it 
aspire to have one. Asia’s multilateral fu- 
ture will be a complex and changing tapes- 
try of diverse arrangements, all linked to 
partners outside Asia. Managing Asia’s rise 
will be a game played on many boards at 
once. Only by being knit to one another and 
to the world will we develop the capacity to 
manage the dramatic political and econom- 
ic transformations in Asia peacefully. 

Our common experience is one of ex- 
tremely rapid change. Globalization has 
brought new threats to all of our doors— 
threats to our security, to our prosperity, to 
our health, to our most cherished ways of 
life. Astonishing advances have left behind 
an equally astonishing world of crushing 
poverty. To face these challenges our dip- 
lomatic and institutional machinery—in 
Asia as in the larger world—must be rein- 
vented, reformed and reinforced. 

Our multilateral institutions must be 
made more effective and accountable. Wise 
plans for reform abound—we must have 
the will and commitment to see them 
through. We will also need new ideas and 


new tools. Our multilateral institutions 
should be incubators for new ideas, clear- 
ing houses for sharing experience, resourc- 
es for national and local experimentation. 
Global cities, transnational enterprises, 
nongovernmental institutions—all must be 
partners. We must learn from the experi- 
ences of government—but we must be open 
to ideas and practices from other sectors— 
management tools from the private sector, 
spiritual tools from the world’s religious 
communities. Working in the private sec- 
tor, I have seen the significance of the en- 
trepreneurial spirit and the importance of 
wise and steady management. 

The diverse and overlapping plurality of 
cooperative frameworks in Asia may offer 
lessons for the global community. No one 
institution can do it all. We must be pre- 
pared to experiment, to change course. 
Programs and institutions must be re- 
viewed regularly to ensure that resources 
devoted to them are still productive, and to 
open space for new initiatives. 


Poverty, the Great Enemy 


OUR PROSPERITY WILL continue to be a 
function of our openness to the world. 
Asian prosperity is rooted in trade and re- 
lies on the stable financial, legal and po- 
litical structures that are the foundation 
for commerce. We have learned that there 
is no single way forward to prosperity— 
there are many. But all require account- 
able institutions and stable global markets. 
We also know that prosperity must be 
shared to be stable. 

For all its economic progress, Asia re- 
mains home to 60% of the world’s poor. 
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Poverty eradication must be our first pri- 
ority. All poverty is local—to the family, 
the village, the neighborhood. Solutions 
must be local. But local solutions must be 
linked to the global economy and support- 
ed at national and international levels. 
The United Nations Millennium De- 
velopment Goals are a strong beginning. 
We must find the commitment to redeem 
their promises by action. Much can be 
done through South-South cooperation to 
build the local conditions—and share the 
local knowledge—necessary to turn finan- 
cial resources into real economic prosper- 
ity. In some nations, roads, air links and 
Internet connectivity will be the first pri- 
ority—in others disease control, soil 
fertility and expanded educational oppor- 
tunities. The competitiveness of small- 


and medium-sized enterprises—and the © 


sound institutions and security necessary 
for all individuals to make choices to im- 
prove their standard of living—will be cru- 
cial everywhere. Markets rest on 
institutions, and institutions are embed- 
ded in cultures. Whatever we wish our in- 
stitutions to achieve, they must first be 
well managed, their staff alive to new pos- 
sibilities, their procedures transparent 
and accountable. 

Sustainable development begins at 
home, but it does not stay at home. The 
principle of “Prosper Thy Neighbor” guides 
Thailand’s policy with our immediate 
neighbors. We are forging strategic eco- 
nomic cooperation in our neighborhood, to 
improve use of our natural resources, share 
responsibility for infrastructure, develop 
new products, link our markets, and 
strengthen our joint participation in the in- 
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ternational economy. We can help one an- 
other meet the Millenium Development 
Goals. With proper leadership, the “Pros- 
per Thy Neighbor” principle yields more 
than a better living standard. It can en- 
courage a stronger real commitment to hu- 
man rights and freedom. Respect for one’s 
neighbors must always be tempered by an 
insistence that all respect human rights 
and human dignity. Only by working to- 
gether will we achieve an Asian future that 
embraces human freedom and provides for 
our common security. 

In Asia, we must also strengthen our 
regional financial institutions. That we 
must no longer strive for reckless econom- 
ic growth is well recognized. A new re- 
gional financial infrastructure could help 
prevent—and manage—future crises. An 
Asian bond market, improved multilateral 
machinery for swapping foreign reserves 
to ease liquidity problems in times of cri- 
sis, and improved surveillance mecha- 
nisms would all strengthen our regional 
financial architecture. As we learn to pre- 
vent financial crises, we will contribute to 
global financial stability. 

Prosperity is more than economic per- 


formance. Itis also, in Amartya Sen’s words, 


a matter of “human flourishing” and the 
possibilities for human freedom. Economic 
growth must enhance respect for our envi- 
ronment, for human dignity and human 
rights. Health and education are not only 
important for development—their achieve- 
ment defines development. The rise of Asia 
will be a boon for the world if we contribute 
to the global respect for human dignity, if 
we add to our common local, national and 
global experience of democracy and offer 
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new opportunities for the responsible exer- 
cise of political freedom. 

Prosperity and peace are linked. Con- 
flict can wipe out a generation of economic 
progress in an afternoon. Communities 
trapped in the nightmare of poverty can 
stoke the embers of ethnic conflict and po- 
litical extremism. Many of the world’s most 
urgent issues of peaces and security, most 
intractable boundary disputes, most tense 
bilateral relations, are found in Asia—non- 
proliferation, the threat of new epidemics, 
of humanitarian catastrophe, of ideological 
terrorism, the threat of nationalist division. 
Here too the call for new ideas and prac- 
tices is urgent. Above all, we know that the 
peace we seek will not be the peace of the 
status quo—urgent change is upon us. We 
must rekindle the aspiration for collective 
security and peaceful change. To manage 
peace we must learn to manage change. 

There are hopeful signs. Diplomatic 
and institutional cooperation across Asia 
has never been deeper. Maritime coopera- 
tion in Southeast Asia is intensifying. We 
see new regional confidence-building mea- 
sures and security cooperation paradigms 
taking shape. The conflict-prevention ex- 
perience of the Asean Regional Forum 
serves as a significant security dialogue in 
the Asia-Pacific region. I am particularly 
proud to have been part of the effort to 
build the Asian Cooperation Dialogue. In 
this, the first ever pan-Asian framework, 
we have stressed inclusiveness and respect 
for diversity—rather than institutional 
form. We have quite consciously avoided 
institutionalization, as we have sought to 
avoid pushing any one nation or govern- 
ment beyond their own comfort level with 
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cooperative endeavors. Now in its fourth 
year, the acp has matured into a dynamic 
and unique framework. This novel struc- 
ture now comprises 28 members repre- 
senting 85% of all the subregions of Asia 
with 19 areas of broad cooperation projects 
that are yielding results. We should nour- 
ish these institutions. But we also need 
new ways to manage crises and promote 
peace. In Asia, we stress the principle of 
noninterference in one another’s internal 
affairs—even as we seek one another’s ad- 
vice. We should strengthen the frame- 
works for informal dialogue and 
consultation, crisscrossing the region with 
opportunities for collaboration. 


Asia’s Commitment to Action 


IT IS OFTEN said that in Asia one speaks 
clearest when one speaks indirectly. I may 
know someone very well, but should we 
have a problem, I might turn to a third per- 
son, whom I may know far less well, and 
speak to them so that they might speak to 
my friend. In diplomacy, we call this “good 
offices” or “third-party mediation.” 
Many countries in Asia have had posi- 
tive experiences in providing such good 
offices. Whether it is done multilaterally, 
for example, in the Asean Regional Forum 
“playing field,” or unilaterally, as Indone- 
sia has done in the Moro conflict in the 
Philippines, these are useful lessons for 
managing the process of peaceful change 
in Asia—and in the world. The friend who 
offers good offices must be a fair and hon- 
est broker, and act as trustee for the aspi- 
rations of all parties. If the rise of Asia is 
to be managed peacefully we will need the 
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good offices of all our friends and interna- 
tional institutions. 

As we build the institutions to manage 
Asia’s rise, accountability should be our 
motto: accountability of states to their citi- 
zens, of states to one another, of interna- 
tional institutions to their members, and of 
this present generation to future ones. We 
should be careful that this means the right 
thing in the right context. The accountabil- 
ity of international institutions is a matter 
of strategic partnership and shared objec- 
tives. The accountability of our institution- 
al management is one of honesty and 
absolutely faithful adherence to rules. The 


accountability of our institutions and dip- ` 


lomatic initiatives to citizens is a matter of 
political and moral commitment, requiring 
transparency and opportunities for dia- 
logue and democratic choice. 

I am convinced that Southeast Asia is 
pivotal to Asia’s peaceful and prosperous 
rise in the world. Our neighborhood is a 
natural bridge between West Asia, Central 
Asia, South Asia and Northeast Asia. 
Through multilateral cooperation within 
Southeast Asia we have helped each other 
find solutions to common problems. We can 
be acrossroads for new ideas, new collabo- 
ration, new modes of management. 

Through our multilateral frameworks 
we affirm a common vision that peace is 
more than the absence of conflict, and that 
prosperity is more than a growing GDP. In 
Southeast Asia, we know that prosperity 
must be shared to be stable. We have 
learned that for peace to endure, it must put 
down roots in social justice and social in- 
clusion. Where prosperity remains a prom- 
ise only for the few, the many can look in, 
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but may find no entry other than to smash 
the screen. For Asia’s rise to contribute ta 
global peace and prosperity, our integration 
must not be inward-looking. The emerging 
Asian community will be inclusive, not ex- 
clusive. We seek not only our own prosper- 
ity, but global prosperity. Ours will be an 
open regionalism. 

Asian cooperation must link our econo- 
mies, cultures and politics to the broader 
world. Partnerships for peace and prosper- 
ity must extend beyond neighboring coun- 
tries. South-South cooperation, regional 
solutions—all this can multiply the force of 
self-reliance and build habits of peaceful 
change. There are many promising begin- 
nings, such as enhanced linkages between 
Asiaand Africa, and the recent Latin Amer- 
ican and Arab Summit. We have also 
strengthened our regional linkages with 
Europe and the Pacific. Together, we will 
be better equipped to respond to new 
threats, such as epidemics, terrorism and 
transnational crime, all of which can only 
be defeated through collective strategies 
and collective responsibility. 

Looking at all we have accomplished to- 
gether here in Asia over the last generation, 
Iam profoundly encouraged that the rise of 
Asia will be managed peacefully. Moreover, 
by building Asia into the world, we have the 
potential to reinvigorate the broader mul- 
tilateral system. We have heard the slogan 
“Asia is rising” for many generations. Our 
aspirations have so often before been 
thwarted by complex and destabilizing 
forces both at home and in the internation- 
al system. This time, let us translate our 
commitments into action. I am hopeful that 
the goal is within reach. ti 
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Ambitions 





by Axel Berkofsky 
SCHINATRYINGtopush Asian Community is, in fact, a Chinese-led 
the U.S. out of East Asia attempt to demonstrate that Asia no longer 
and overtakeitasthere- wants the U.S, to call the shots in a region. 


gion’s dominant eco- 
nomic and military 
power? If one is to believe the rhetoric re- 
cently coming out of Washington, that is 
precisely what Beijing is aiming to achieve 
through the 2005 East Asian Summit, 
scheduled to take place in Kuala Lumpur 
in December. 

Already in February, during talks with 
Singapore’s Foreign Minister George Yeo, 
U.S. Secretary of State Condoleezza Rice 
voiced her concerns about the possibly 
“exclusive” and “inward looking” East 
Asian Summit. China expert Drew Thomp- 
son from the Washington-based Center for 
Strategic and International Studies shares 
these concerns, maintaining that the inau- 
gural summit bringing together the Asso- 
ciation of Southeast Asian Nations, China, 
Japan, South Korea and India to discuss 
the establishment of the so-called East 





“This behavior fuels the feeling in Wash- 
ington that Beijing is attempting to mar- 
ginalize the U.S. and ultimately push it out 
of Asia,” Mr. Thompson wrote recently. 

The summit’s agenda has yet to be for- 
mulated, and so far the parties involved 
have limited themselves to hoping that Eas 
will create the basis for an East Asian 
Community based on “common values” 
and a “common identity.” However, they 
have yet to define exactly what values and 
identity they have in mind. Such an ap- 
proach does not give much reason to be- 
lieve that East Asia is on the brink of some 
radical new master plan. 

In fact, it is highly likely that concrete 
details of the shape of the proposed EAC 





œa Mr. Berkofsky is senior policy analyst at the 
Brussels-based European Policy Centre. The 
views expressed here are his own. 


2o E an ee 


and how it might look could take years to 
emerge, and very little of substance is ex- 
pected to emerge from the summit. The 
- discussion of possible Eac institutions that 
would be authorized to implement EAC 


policies, or even legally-binding decisions, - 


have so far not made it onto the agenda. 

So who is “in” and who is “out” in this 
soon-to-be formed club? In are the 10 
Asean member states, as well as the Asean 
Plus Three dialogue partners: China, Ja- 
pan and South Korea. Although not part of 
East Asia, India is also in, and Australia 
and New Zealand may be included one day. 
Geography, it seems, is relative. Out, at 
least for now, is the U.S., which has not 
been invited to Kuala Lumpur. 

The original idea of an Eac can be traced 
back to the beginning of the 1990s, to an 
idea by Malaysia’s former prime minister, 
Dr. Mahathir Mohamad, of an East Asian 
Economic Caucus, in which he foresaw 
Asians counterbalancing U.S. economic 
dominance in Asia. Dr. Mahathir’s vision, 
_ however, never made it beyond the plan- 
ning stage, mainly because Japan and other 
Asian nations friendly to Washington were 
opposed to the chauvinistic if not hostile 
rhetoric toward the U.S. accompanying his 
concept of an “Asia for Asians only.” 

The seed of the current concept of an 
EAC reappeared on Asia’s agenda after the 
Asian financial crisis of 1997. No concrete 
proposals on how to avoid a repeat of the 
financial crisis through meaningful eco- 
nomic and financial integration were dis- 
cussed until November 2001 at the Asean 
Plus Three summit in Brunei. The East 
Asian Vision Group, initiated by former 
South Korean President Kim Dae Jung, 


submitted a report to the Asean Plus Three 
summit outlining details of the envisioned 
EAC. The report, titled “Towards an East 
Asian Community,” pictured an East Asia 
that will be transformed from “a region of 
nations to a bona fide regional community 
with shared challenges, common aspira- 
tions and a parallel destiny.” 

However, it took Asean Plus Three an- 
other three years to come up with a date 
for the Eas, thanks to the “Asean way of 
diplomacy” of reaching a consensus after 
all parties involved decide to postpone or 
ignore all potentially controversial issues. 
It is unclear ifthe envisioned Eac will ever 
go beyond the stage of rhetoric and wish- 
ful thinking. Some analysts ask: Why 
should the vast EAC achieve more than the 
much smaller Asean has done in the 38 
years since its inception? They point to the 
enormous obstacles facing the community, 
not least the enormous challenges posed 
by having China, Japan and India all at the 
same negotiating table—each with their 
own, often conflicting, agendas. 

For its part, Beijing insists it will not 
use the EAC as a tool to promote its eco- 
nomic and political dominance in the re- 
gion. Some Chinese scholars—aware of 
China’s growing power and influence—are 
less diplomatic, hoping that the P.R.C. will 
lead an economic and political bloc able to 
match the U.S. and Europe. There is, how- 
ever, little doubt that China, the region’s 
assertive economic superpower, will pur- 
sue its own interests in the EAc, and not 
necessarily the region’s, and it would be 
naive to think that Beijing is willing to - 
subordinate its national interests to that of 
the EAC. 
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Japan and Singapore apart, Asian na- 


tions clearly are not keen to include the 
U.S. Asian leaders grumble that Washing- 
ton does not seem to understand that eco- 
nomic development—not the fight against 
international terrorism—is at top of the 
agenda for Southeast Asian governments. 
China, on the other hand, does under- 
stand, and its initiative to implement a free 
trade agreement with Asean by 2010 gives 
hope to Asian leaders that China’s rise will 
indeed be peaceful and beneficial to those 
who elect to support Chinese-led integra- 
tion in Asia. Rather than supporting the 
U.S. War on Terror, Southeast Asian na- 
tions seem willing to accept China’s lead- 
ership and dominance in order to promote 
economic integration and development. 
Instead of suspecting a conspiracy 
against Washington and its allies in Asia, 
as other commentators suggest, the U.S. 
should instead become more active in the 
Asean Regional Forum and the Asia-Pa- 
cific Economic Cooperation, engaging 
multilaterally in Asian regional economics 
and security. The U.S., like the European 
Union, has a full seat in the Arr, but has in 
the past shown only very limited enthusi- 
asm to contribute to regional security 
through the multilateral security forum. 
It now seems very likely that Secretary of 
State Rice will skip participation in the 
ARF’s annual meeting in Vientiane, Laos at 
the end of July, and send her deputy Rob- 
ert Zoellick in her place. This decision 
seems to have confirmed suspicions that 
the U.S. doesn’t take arF seriously, and 
other ARF members have expressed their 
annoyance. In contrast, China has under- 
taken several initiatives to strengthen the 


ARF, such as proposing that defense min- 
isters attend meetings in order to improve 
transparency in Asia’s military affairs. 

With the U.S. left out in the cold, and | 
China becoming increasingly proactive in 
the region, who will be in the driving seat? 
At a meeting in April, Asean foreign min- 
isters agreed that Asean would take the 
lead in the summit process, a plan that Chi- 
na seems to accept—at least on paper. Yet 
Wang Gungwu, director of the National 
University of Singapore, believes that Chi- 
na is not planning to turn into Asia’s Good 
Samaritan: “The message is clear, China’s 
choice is not made to please anybody. Itis ` 
an integral part of China’s own future.” 

Chinese Premier Wen Jiabao has al- 
ready presented eight proposals to kick off 
the implementation process of the Eac, 
and offered to initiate a China-led feasibil- 
ity study on the envisioned East Asia Free 
Trade Area, which according to Mr. Wen, 
“will be at the heart of Eac.” On defense 
matters, he suggested hosting a conven- 
tion of research institutes and think tanks 
asked to come up with a “blueprint” for se- 
curity integration. If that is not a leading 
role in the Eac, then what is? 

China is unlikely, however, to have a 
completely free hand to massage and ma- 
nipulate the Eac as it sees fit. Officially, Ja- 
pan is in support: of further regional 
integration in Asia—unless it takes place at 
the expense of the U.S. Not surprisingly, 
Tokyo is supporting Washington’s bid for 
observer status at the EAS. The govern- 
ment of Prime Minister Junichiro Koizu- 
mi has recently made several statements 
reassuring the U.S. that Japan’s bilateral 
military alliance with it will not lose sig- 


2 FAR EASTERN ECONOMIC REVIEW c= July 2005 








Instead of suspecting a conspiracy against the U.S., 
Washington should engage Asia more actively. 





nificance should anything concrete come 
out of the Eas in December. To make sure 
that others in Asia, especially China, get 
the message as well, the U.S. and Japan re- 
cently announced they are upgrading the 
Guidelines for U.S.-Japan Defense Coop- 
eration, implemented in 1997. Japan’s new- 
ly gained military self-confidence, in light 
of this development, will equip Tokyo to 
be Washington’s “deputy sheriff” in North- 
east Asia, much to the chagrin of many 
Asian countries, among them China and 
South Korea. 

Japan is also seeking to put more “real” 
friends in the Eac by strongly supporting 
Australia’s participation in the summit, de- 
spite the fact that Canberra has shown lim- 
ited enthusiasm for both the summit and 
the Eac. Australia’s Prime Minister John 
Howard is not hugely popular amongst 
Southeast Asian leaders, since he has thus 
far refused to join Asean’s Southeast Asian 
nonaggression pact and accept the Treaty 
of Amity and Cooperation, which he de- 
scribed as a “product of the Cold War” and 
“not relevant” to Australia. Asian commen- 
tators, however, suspect that Howard re- 
fusal to sign the treaty has more to do with 
fighting terrorism. He declared in 2002, 
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following the Bali bombing, that Australia 
reserves the right to launch pre-emptive 
strikes against other nations. 

If trade liberalization and financial co- 
operation are what the Eac is really all 
about, why not just implement these 
through separate agreements and scrap the 
vague concept of an East Asian Communi- 
ty? In other words: What value does an EAC 
add to already existing Asian structures? 

Suspecting that the Eac will not turn 
into an Asian version of the European 
Union encompassing a political integra- 
tion process any time soon, India stresses 
the economic integration through an en- 
visioned East Asian Community. In fact, 
Indian government officials are reported- 
ly looking forward to joining an East Asian 
Economic Community. 

No matter what shape or form the EAC 
takes, it will be interesting to see how the 
Asian nations will jockey for influence 
when they are free from the watchful gaze 
of the U.S. It certainly could shake things 
up in the region, which may not necessar- 
ily be a bad thing. After all, what’s wrong 
with alittle healthy competition from Chi- 
na in the battle for political and economic 
hegemony in Asia? = 














Who’s Afraid 
Of Cnooc? 





CNOOC LTD.’s BID for Unocal has quickly become a lightning rod for 


debate. While American critics of Beijing are rushing to find reasons 


to block the deal, other observers question whether it would even ben- 


efit China. We asked two experts on trade and finance to examine the 


deal from both sides. 


No Reason to 
Block the Deal 


by Edward M. Graham 


ARLY IN JULY, the U.S. House of 

Representatives passed a point- 

ed resolution urging President 
George W. Bush to strictly review the 
Cnooc bid for Unocal under a U.S. law 
known as the Exon-Florio provision, 
passed in 1988 in a bid to stem Japanese 
investment in the U.S. This legislation en- 
ables the president to block a foreign ac- 
quisition of a U.S. firm that “impairs or 
threatens to impair” U.S. national security. 


More recently, congressmen also intro- 
duced a measure that would deny funds to 
the U.S. Treasury (which administers the 
Exon-Florio authority) in the event it de- 
cided not to block the acquisition by Cnooc. 
In response, Cnooc has preemptively 
sought to reduce uncertainty by initiating 
the review process itself and offering to 
sell off Unocal’s American assets should 
the deal go through. So how concerned 
should Americans be that a Chinese state- 
owned oil company is acquiring assets that 
some regard as strategic? 

The short answer is that itis not in U.S. 


=> Mr. Graham is senior fellow at the Institute 
for International Economics in Washington, D.C. 
and coauthor with Paul R. Krugman of Foreign 
Direct Investment in the United States. 





interests to block the acquisition. While 
the U.S. government could block the pro- 
‘posed deal either on antitrust grounds or, 
as noted, on national security grounds, 
there is-no reason to do so. 

With respect to antitrust consider- 
ations, the relatively small size of both 
Unocal and Cnooc means the merger 
would not have a significant effect on com- 
petition. Indeed, an acquisition of Unocal 
by Chevron could be of greater concern, 
because Chevron is one of the four largest 
oil firms globally. But even this latter 
transaction would not likely trigger major 
antitrust concerns. 

Similarly, it is difficult to see why the 
acquisition of Unocal by Cnooc would pose 
any threat to U.S. national security. Some 
members of Congress contend that Unocal 
holds critical dual-use technologies (ones 
with both military and civilian applica- 
tion) that could potentially give China’s 
military some sort of advantage at the ex- 
pense of the U.S. However, industry spe- 
cialists I’ve consulted doubt this, indicating 
that any technological expertise held by 


Unocal] is readily available to China from 


many other sources. 

Moreover, the interagency U.S. govern- 
ment Committee on Foreign Investment in 
the United States, which conducts Exon- 
Florio reviews, has developed considerable 
expertise in determining the security im- 
pact of technology transfer from foreign 
acquisition of U.S. firms. In past cases 
where such a potential impact has been 
identified, the committee has often recom- 
mended to the president effective remedi- 
al actions short of blocking the acquisition. 
Thus, even if the acquisition by Cnooc cre- 


ates a security risk to the United States, 
most likely there are ways of mitigating 
this risk short of blocking the acquisition. 

Overall U.S. interest in this case, as 
well as the interest of other energy-im- 
porting nations, is affected largely by the 
acquisition’s effect on overall output of oil 
and gas. If either acquisition were to cause 
global oil or gas production to rise or fall, 
that could have an effect on world oil pric- 
es. However, it is not clear that acquisition 
by Chevron or Cnooc would differentially 
affect output. Indeed, it could be argued 
that, because Chevron already holds deep- 
er expertise in exploration and develop- 
ment of oil and gas fields than Cnooc, the 
acquisition of Unocal by Cnooc would aug- 
ment Cnooc’s capabilities to increase oil 
and gas production much more than Chev- 
ron’s capabilities and eventually lead to 
output increases. Admittedly, this is con- 
jectural, but at least there would seem to 
be no strong case that acquisition by Chev- 
ron would result in greater output than ac- 
quisition by Cnooc. 

Moreover, Congress should heed a 
piece of Chinese wisdom: “Beware of what 
you seek, for you might get it.” In particu- 
lar, if Congress were to succeed in stymie- 
ing the acquisition of Unocal by Cnooc, the 
reverberations world-wide could work 
greatly against U.S. interests. For example, 
the U.S. government has consistently tried 
to convince other countries to open their 
oil and gas sectors to investment by U.S.- 
based firms. At the moment, the U.S. is 
seeking to open access in Russia, which af- 
ter Saudi Arabia, contains the world’s larg- 
est economically recoverable hydrocarbon 
reserves. Although Russia in fact needs 
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Western technology to open new fields in 
Eastern Siberia, some factions in Moscow 
would like to keep the Russian oil and gas 
sectors closed to foreign investment. 
American action to block Cnooc’s acquisi- 
tion of Unocal would only bolster argu- 
ments in Russia to close off its own oil and 
gas sectors to investment by U.S. compa- 
nies. This would surely create damage to 
American (and indeed world) interests far 
greater than any conceivable damage re- 
sulting from the Chinese acquisition of 
Unocal. 

Some have put forward two additional 
objections to the Cnooc acquisition. First, 
there is a lack of reciprocity, i.e., a U.S. in- 
vestor could not make a similar acquisition 
in China. And second, that Cnooc will ben- 
efit from below-market financing from the 
Industrial Commercial Bank of China 
and capital infusions from its state-owned 
parent should the deal go through. 

With respect to reciprocity, China is in 
fact quite open to “greenfield” foreign in- 
vestment (although it does limit takeovers 
of existing Chinese firms). Still, some such 
takeovers have been allowed, e.g., Anheus- 
er-Busch’s acquisition of Harbin Brewer- 
ies. Moreover, U.S. policy toward inward 
foreign investment has not generally op- 
posed foreign takeovers of U.S. firms on 
reciprocity grounds. Thus, during the past 
10 years or so, there have literally been 
hundreds of takeovers of U.S. firms by for- 
eign investors (and also hundreds of take- 


overs of non-U.S. firms by U.S. investors).- 


It is not clear why takeovers from inves- 
tors based in China should be treated dif- 
ferently than those by investors from 
other nations. : 
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Furthermore, if the acquisition of 
Unocal by Cnooc were blocked, the U.S. 
would lose some leverage in efforts to 
achieve greater openness of China. Thus, 
ifan American firm were to try to takeover 
a Chinese firm in the future, and this were 
to be blocked by the Chinese government 
for spurious reasons, the U.S. government 
might very well want to challenge the 
blockage on grounds that the U.S. market 
for corporate control was quite open to 
Chinese investors. But, of course, if the ac- 
quisition of Unocal were to be blocked, 
this latter argument would no longer car- 
ry much weight. 

The argument that the Chinese have 
access to cheap financing has some merit, 
in that it gives Cnooc an advantage relative 
to Chevron. This advantage, however, 
should not be overstated. Chevron is able 
to obtain financing internationally at the 
most favorable of market rates, and these 
rates remain low today by historic stan- 
dards. Thus, any financial advantage to 
Cnooc is not great. One congressman has 
urged the U.S. to press a dispute at WTO, 
arguing that this financing is in violation 
of the body’s agreement on subsidies. But 
since no WTO rules seem to cover this type 
of subsidy—instead its rules are formulat- 
ed more for limiting subsidies to exports— 
no violation is likely to be found. Perhaps 
there indeed should be international rules 
governing financing of transborder acqui- 
sitions, but at the Cancun meeting of wTo, 
a major negotiation on investment issues 
under which such rules might have been 
lodged was effectively removed from the 
negotiating agenda. 

Former CIA Director James Woolsey 
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has argued that Cnooc’s proposed acquisi- 
tion is part of China’s long-term strategy 
to gain military pre-eminence in the Pa- 
cific region and that, were China to suc- 
ceed, this would be inimical to U.S. 
interests. While China is undoubtedly a 
rising power, and the U.S. must accommo- 
date itself to this fact, it seems a huge reach 
to argue that the Unocal acquisition is mo- 
tivated primarily by military consider- 
ations. Much more reasonable is that 
China seeks to reduce its dependence on 
the Middle East for its imported oil. Such 
a reduction might in fact serve China’s 
military interests in the long run. But this 
would be at most a collateral benefit to 
China. The country’s economic growth 
has created demand for oil imports, and 
diversification of sources is primarily an 
economic, and not a strategic, reason for 
the proposed acquisition. 

Interestingly, it could be Chinese, and 
not U.S. interests, that are adversely af- 
fected by this acquisition. During the 
1970s, for example, Japan learned that di- 
rect investment is actually a rather costly 
and inefficient way to secure sources of 
raw material, including petroleum. This 
was true in part because markets for pe- 
troleum are very efficient, such that off- 
shore ownership of a limited amount of 
reserves conveys no special advantage to 
a nation in terms of price or availability of 
the resource. But mostly it is true because 
Japanese firms held no special advantage 
over international firms in terms of ability 
to find and efficiently develop new sources 
of petroleum. Whether the Japanese expe- 
rience is applicable to the Chinese is, of 
course, not yet known. However, if Cnooc 
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does succeed in its bid, there is some prob- 
ability that economic historians will view 
it as a strategic error, and not the strategic 
triumph that Mr. Woolsey postulates. 

Nothing in this article is meant to sug- 
gest that the shareholders of Unocal should 
accept Cnooc’s bid rather than Chevron’s 
or vice versa. Rather, the point here is that 
it is the shareholders who should make 
this decision, and not U.S. politicians act- 
ing on emotional impulses that do not 
serve the national interest. 


Buy Abroad, 
Benefit at Home 


by Michael Pettis 
HATEVER THE COMMERCIAL 
and strategic interests of ef- 


A. forts by Chinese entities to 
purchase companies in the U.S. and else- 
where, there are a number of secondary 
financial considerations that also need to 
be taken into account in totting up the bal- 
ance of benefits and costs to China. Chi- 
nese corporate purchases of foreign 
companies bring at least three clear ben- 
efits to China and to the People’s Bank of 
China, its central bank. One of these ben- 
efits—the impact on domestic monetary 


conditions—may be fairly substantial, and 
together they may justify at least part of 
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the government’s eagerness to support 
such transactions. 

First, and most obviously, the purchas- 
es represent an improvement in the struc- 
ture of the national balance sheet by 
causing an exchange of low-yielding U.S. 
Treasury bonds for equity stakes in for- 
eign companies, which are likely to result 
in a higher return over the medium term. 
Chinese companies pay for the acquisi- 
tions by using their own or borrowed mon- 
ey to purchase dollars from the PBoC, 
which itself raisés the funds by selling U.S. 
Treasurys. 

Although developing countries should 
hold high quality foreign-currency bonds 
for liquidity purposes, China’s reserves of 
more than $700 billion are probably larger 
than it needs. So the net effect of foreign 
acquisitions is an improvement in China’s 
overall international exposure. They part- 
ly hedge previous transactions, in which 
China has sold hundreds of billions of dol- 
lars of equity to foreigners, and has parked 
the funds in foreign-treasury obligations. 
Just as importantly, since these companies, 
even when they are domiciled in the U.S., 
are likely to have international operations 
or assets, like oil reserves, whose value is 
determined in the international markets, 
exchanging U.S. dollar-denominated Trea- 
sury bonds for equity allows China to di- 
versify its U.S. dollar exposure. 

Second, and most importantly, these 
transactions relieve the domestic monetary 
pressure caused by the PBoC’s too-rapid 
accumulation of foreign currency. There is 
a tendency on the part of journalists, politi- 
cians and even some economists to see Chi- 
na’s foreign reserves as a huge cash hoard 


available for use to accomplish a number of 
ends, from bailing out the banking system 
to funding an international buying spree. 
But it is not so simple. China’s reserves 
were not accumulated willingly, and they 
certainly do not represent an unencum- 
bered source of purchasing power. 

China has accumulated reserves be- 
cause it fixes the value of the renminbi 
against the U.S. dollar, which has elimi- 
nated for the most partits ability to choose 
its domestic monetary policy. With U.S. 
dollars flooding into the country because 
of China’s large and rising trade surplus 
(expected to be around $70 billion in 
2005), foreign direct investment (perhaps 
as high as $60 billion in 2005), and illegal 
but persistent inflows of “hot” money, Chi- 
na’s central bank is the only significant net 
buyer of U.S. dollars. 

_ This has an important consequence. 
The PBoC funds its purchase of dollars by 
issuing domestic currency, and if this do- 
mestic currency issuance is not sterilized, 


it can cause a too-rapid expansion of the do- 


mestic monetary base, which can result in 
asset price inflation and/or consumer price 
inflation. China’s reserve accumulation, in 
other words, has the potential to create in- 
flation at home. 

With reserve accumulation of approxi- 
mately $200 billion in 2004 and perhaps as 
high as $250 billion in 2005 (roughly equal 
to 12% to 15% of app), the PBoC has not 
been able to sterilize these inflows effi- 
ciently. The classic sterilization strategy in- 
volves selling high-quality short-term 
bonds to soak up liquidity, and the PBoC 
has been a large net seller of central bank 
bills for this purpose. But aside from the 
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fact that it has only been able to sell bills 
equal to roughly two-thirds of the foreign- 
currency inflow, it is not clear how effective 
a substitution of cash for central bank bills, 
anear cash-equivalent instrument, is likely 
to be in reining in inflationary pressures. 

Central bank bills can be used by com- 
mercial banks as reserves, and they are 
held by most corporations or investors in 
cash accounts, so they probably do not ful- 
ly limit the impact of the monetary expan- 
sion created by the need for the PBoC to 
buy up large quantities of dollars. As things 
currently stand, it seems that the only ef- 
fective way the country has been able to 
sterilize the domestic monetary impact of 
reserve accumulation has been, ironically, 
by accumulating nonperforming loans in 
the banking system, which, as banks cre- 
ate reserves to offset these NPLs, may have 
a contractionary effect on the nation’s 
money supply. 

When Chinese corporations purchase 
foreign assets, they are effectively reducing 
the total amount of circulating cash and 
central bank bills by an amount equal to 
the value of the purchase, less any amount 
borrowed overseas to fund the purchase. 
Since in most cases foreign borrowings 
have been small or nonexistent, most for- 
eign asset purchases represent a direct re- 
duction of the domestic money supply. 

Finally, the third benefit to China of ac- 
quisitions abroad is that these allow the 
PBoC to unwind part of an exchange in 
which they are forced to give up cheap do- 
mestic bonds and local currency for ex- 
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pensive foreign currency—a trade in which 
the rest of the market clearly prefers to be 
on the other side. With most economists 
in agreement that the yuan is undervalued 
by as much as 20%, the PBoC is system- 
atically selling its own currency and its 
renminbi-denominated bonds cheaply as 
it is forced to accumulate expensive dollar 
reserves. When local companies purchase 
U.S. dollars from the PBoC to pay for their 
overseas acquisitions, they take on this un- 
equal exchange, and the PBoC’s exposure 
falls commensurately (although that of 
Chinese companies rises, of course). 

Many analysts argue that Chinese enti- 
ties are overpaying for their acquisition 
binge. It will be many years, if ever, before 
we know whether or not this is true, but 
much of the evidence suggests that acquir- 
ing companies usually do overpay, particu- 
larly when they are part of a foreign 
spending spree. If that is the case, Ameri- 
cans and others may welcome the opportu- 
nity provided by China to exchange 
high-priced assets abroad for low-priced 
assets in China. 

If Chinese companies are overpaying, 
however, it is not necessarily the case that 
that foreigners’ gains represent net losses 
for China. In fact, the secondary benefits 
to the Chinese economy may be substan- 
tial, and the country might indeed be bet- 
ter off because of the actions of its 
acquisition-hungry companies. At any 
rate, the PBoC must be cheering on the 
sidelines as foreign acquisitions reduce its 
monetary headaches. ml 
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Japan Seeks Its 
Constitutional Soul 


by Haruko Satoh 





“We, the Japanese people, desire peace 
for all time and are deeply conscious of the 
high ideals controlling human relationship, 
and we have determined to preserve our se- 
curity and existence, trusting in the justice 
and faith of the peace-loving peoples of the 
world.” 

—Preamble to the Constitution of Japan 


OR THE LAST few years, 
“constitutional revision” 
has been a buzz word in 
Japanese politics. The 


younger leaders, like- 


Liberal Democratic Party heir apparent 
Abe Shinzo, are eager to differentiate 
themselves from the elder statesmen by 
expressing a “realistic” outlook on secu- 
rity policy, advocating the revision of the 
constitution’s Article Nine that forbids Ja- 
pan’s Self-Defense Forces from collective- 
security actions. Prime Minister Junichiro 
Koizumi has shown how the article has ef- 
fectively become irrelevant by putting 


troops on Iraqi soil. Meanwhile, public 
opinion supports revision, precisely so 
that such a situation doesn’t recur, Keep- 
ing the spirit of Article Nine still matters, 
but the need to articulate the scope and 


` nature of Japan’s military role has become 


more important than ever. 

This reflects a tectonic shift in the con- 
stitutional debate, which used to be char- 
acterized by a deep chasm between the 
Socialist Party, the staunch defenders of 
the “pacifist” constitution, and the secu- 
rity-policy realists and revisionists of the 
LDP. But since 1994, when then Prime Min- 
ister Tomiichi Murayama—the first So- 
cialist leader to hold the position in nearly 
50 years—reversed his party’s long-held 
interpretation that the spF was unconsti- 


és Ms, Satoh is a former research fellow at the 
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an associate fellow at Chatham House. She is 
currently completing a doctorate on the nature 
of Japanese statehood at the University of Cam- 
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tutional, the ideological opposition to con- 
stitutional revision dissipated into thin air. 
Since then, constitutional revision slowly 
crept into the political debate as a real op- 
tion, and in 2000, the lower and upper 
houses of the Diet began debating the pros 
and cons of amending the constitution. 
This is the second time that the country is 
attempting a revision, and so far, unlike 
the first botched effort in the late 1950s, 
the mood seems to favor the revisionists— 
a sweet moment for the LDP. 

Obviously this is an important issue in 
national politics, and public interest has 
been fed by numerous articles published 
on the topic, not to mention draft propos- 
als. These have come from two major dai- 
lies, the Yomiuri and the Asahi, as well as 
from Ichiro Ozawa, the former LDP king- 
maker of the early 1990s turned renegade, 
who drew up a blueprint for Japan as a 
“normal” country. The ruling LDP is pre- 
paring its own proposal, due out in No- 
vember. There is even a collection of new 
“preambles” written by schoolchildren. 

Whether this process will become a 
wholesale revision is uncertain. Nor is it 
sure that the Lpp’s idea to imbue the con- 
stitution with a strong patriotic flavor will 
be at all agreeable to the public, who will 
have the final say on the matter. 

If asked why the constitution should be 
revised, many ordinary Japanese, the ma- 
jority born after World War II, are likely to 
cite two reasons. One is that it is old, and 
that it might be outdated. The other is that 
it is unable to respond to the dangers of to- 
day’s international world because of Article 
Nine, which renounces the sovereign right 
to war and the use of force for that purpose. 


Both reflect genuine concerns with the 
present constitution, but not exactly in the 
way some observers interpret them. 

The constitution is not wholly archaic; 
in fact it is one of the most liberal constitu- 
tions in the world, with a rich list of rights 
and a decentralized form of governance. 
But it has never been fully implemented 
due to obstruction at the hands of conser- 
vative politicians and bureaucrats during 
the Cold War. Nor is Article Nine solely to 
blame for putting Japan’s security at risk. 
It certainly compromises Japan’s sense of 
sovereignty, as it denies the state’s right to 
war and the maintenance of forces for that 
purpose. But Japan itself also made the de- 
cision not to defend its own territory dur- 
ing the Cold War, and it is unlikely that it 
could do so in the future, either, without 
the security guarantee provided by the 
United States. The important issue is how 
the Japanese today view this situation. 


‘Heaven-Sent’ Article Nine 


IT IS DIFFICULT to understand the present 
constitutional debate without considering 
its historical context. The constitution was 
authored by the U.S. in 1946 for the defeat- 
ed and humbled Japan. It was meant to de- 
militarize and democratize a country that 
had behaved as a 19th century authoritar- 
ian and imperial state. Written before the 
onset of the Cold War, the new constitu- 
tion was infused with the optimism that 
briefly permeated among World War II’s 
victors that they could conceive a system 
of peace around the United Nations. Thus, 
the constitution’s Preamble reads like the 
U.N. Charter, and Article Nine departed 
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radically from the idea of sovereignty. It 
was an expression of a Kantian ideal—it 
needed others to do the same if peace was 
to be kept, an unrealistic proposition in a 
world where it was actually the weapons 
that kept the peace. It was a tall order for 
the leaders to adjust to, and the loss of sov- 
ereignty implied by Article Nine still lies 
at the heart of the way the country is per- 
ceived as not being “normal.” 
` Article Nine has since been a bonfire of 
“pacifism” around which contesting views 
about Japan’s statehood have taken turns 
to influence Japanese security policy. 
However, it was the policy course chosen 
by Prime Minister Shigeru Yoshida in the 
1950s that was the launch pad for the de- 
bates throughout the Cold War. Yoshida 
saw the combination of the Cold War and 
Article Nine as “heaven sent,” and de- 
signed the policy of exploiting the narrow 
scope for independent action by having the 
U.S. provide for Japan’s security while Ja- 
pan concentrated on economic recovery. 
Against this background of economic 
nationalism, the conservatives and the na- 
tionalists tried to define the postwar state 
in terms of sovereignty half-recovered; the 
military alliance with the U.S. was deemed 
a pragmatic choice given the circumstanc- 
es. For example, Nobusuke Kishi, prime 
minister from 1957-60 and Abe Shinzo’s 
grandfather, envisaged a fully rearmed Ja- 
pan and a security alliance with the U.S. on 
equal terms—the price for which was res- 
ignation after provoking the biggest popu- 
lar protest in 1960 over the extension of the 


security treaty. The progressives and the - 


ideological left, most active in the 1960s, 
held up the pacifist banner in protest, em- 


bracing the utopian and universalist pre- 
tensions of the constitution. They argued 
that postwar Japanese, as victims of the 
atomic bomb and the vulgar nationalist in- 
doctrination before the war, had a special 
mission to demonstrate that the system of 
nation-states had to be overcome. 

But this vision failed to win over the 
minds of the majority of Japanese, who 
were increasingly becoming middle class 
and concerned more with economic well- 
being than with difficult choices of Cold 
War politics. Increasing security efforts 
became a fait accompli, and the “hollowing 
out” of the article was accepted as inevi- 
table by most people. 

Japan was largely shielded from the 
hard realities of the Cold War, so that the 
management of bilateral relations with the 
U.S. was the paramount concern. There- 
fore, when the Cold War ended with the 
fall of the Berlin Wall in 1989, Japan was 
slow to come out of its lukewarm peace, 
and it nurtured Yoshida’s design to use Ar- 
ticle Nine to keep Japan away from collec- 
tive security commitments—a position 
that was becoming untenable as Japan’s 
economic power soared to world-class sta- 
tus. The shock of the Gulf War drove home 
to Japanese leaders the lesson that the 
Cold War peace was the exception rather 
than the rule. Eager to establish a respect- 
able status in international politics con- 
comitant with their country’s economic 
power, leaders again turned to the idea of 
revising Article Nine. 

However, the long recession since the 
economic bubble burst in 1992 has eroded 
Japan’s confidence as a world power. In 
the last decade, the rise of both China and 
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India has overshadowed Japan’s status as 
the Asian wunderkind. The post-9/11 
world dealt an additional blow to a status- 
conscious Japan that, at the height of its 
economic might, once deluded itself into 
thinking that economic muscle would 
compensate for its lack of military strength 
in wielding influence in world affairs. 


Image Problem Abroad 


THE PROGENITOR OF postwar “pacifist” 
Japan, the U.S., is now asking Japan to re- 
arm, and the government is taking steps— 
some say reluctantly and others say 
eagerly—to revise its constitution to do 
. just that. Today, it is seeking to define a 
new status for itself as a responsible inter- 
national power by way of becoming a “nor- 
mal” country. Or so goes the logic of today’s 
government and its entourage of realist 
scholars. 

But these realists are forgetful of a few 
important things in today’s international 
politics. Japan is a member of the G-8, it is 
capitalist and it is democratic. All this 
should make Japan transparent and pre- 
dictable—very important qualities in inter- 
national relations. Furthermore, without 
being a “normal country,” Japan also forti- 
fied the ideals vested in the article with vi- 
sions of contributing to peace. The three 
nonnuclear principles, (not possessing, not 
permitting entry and not producing nucle- 
ar weapons) of 1967, and the self-imposed 
ban on arms trade in 1976 are security pol- 
icies where the aspiration to be a peace- 





It’s time for the people to take ownership of a 
constitution that has never been fully implemented. 
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loving nation has been translated into a 
significant expression of sovereignty. 

Facing a constitutional impasse under 
new, post-Cold War circumstances, the 
government is pursuing what it thinks is a 
new political assertiveness as a responsible, 
peace-loving nation that abhors war. It 
wants to rebrand Japan’s pacifism from one 
that hid behind Article Nine to one that 
says that Japanese people despise war but 
will not shy away from fighting for peace. 

However, this may be construed differ- 
ently by Japan’s neighbors. Mr. Koizumi is 
seen to be single-mindedly serving neo- 
conservative America, and offending the 
Chinese by continuing to visit the Yasu- 
kuni Shrine, where the spirits of class-A 
war criminals are honored. Generations of 
Japanese have not been taught about the 
imperial past; wrangling over whether the 
Nanjing Massacre happened or not insults 
all victims of war. 

The anti-Japanese riots in Chinese cit- 
ies this year effectively forced the rest of 
the world to register the importance of 
Sino-Japan relations, good or bad. The 
Japanese government bears a heavy re- 
sponsibility to resolve the disputes over 
history without upsetting the prospects 
for a peaceful and prosperous East Asia. 

That said, this is not a quid pro quo sit- 
uation in which Japan and China can both 
demand concessions from each other in 
equal measure. Japan is a democracy and 
China is not. The Chinese seem to be miss- 
ing the point that a peace-loving Japan 
does not mean a nation of inherently paci- 
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fist people, but rather expresses a societal 
preference for peaceful means to resolve 
international conflict, in which democracy 
and openness play an important role. 


Democracy’s Return 


EVEN THOUGH IT was imposed from above, 
the constitution nevertheless gave peace, 
liberty and democratic institutions to the 
war-fatigued Japanese people. It has nev- 
er been amended since, and enjoys legiti- 
macy through its time-honored status. But 
it has also never been approved through a 
national referendum, and so its authority 
is not supreme in the way that constitu- 
tions usually are. Because of what Article 
Nine represented—a symbol of peace, the 
humiliation of defeat and occupation, and 
loss of independence—the constitution it- 
self has been the cause of a political divide, 
undermining the sense of ownership by 
the whole nation. 

Moreover, in 38 years of uninterrupted 
rule, the LoP has showed only cursory re- 
spect for the liberal values and the demo- 
cratic institutions that characterized the 
new constitution. The economy and the 
security treaty with the U.S. were the two 
pillars of the Lpp’s rule. The constitution’s 
role in reinventing Japan’s politics and so- 
ciety therefore competed in authority with 
the U.S.-Japan security treaty. 

The story of Japan’s rise from the ashes 
to become a world economic power over- 
shadowed the story of democratization. 
Cold War peace and excessive identifica- 
tion of the political system with economic 
gains in turn eroded Japan’s sense of state- 
hood. This is summed up by what political 
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scientist Keishi Saeki calls a “lopsided 
sense of statehood,” or simply the people’s 
lack of patriotism and excessively high ex- 
pectation for the state to provide. But this 
indicates that the problem is a two-way 
lack of trust. The state that is increasingly 
pressed to provide for the people cannot 
expect trust from the people. The people, 
in turn, should not expect largesse from 
the state they feel no urge to defend. In this 
scenario, the present nationalist revival is 
a path to rule by coercion, and is thus un- 
democratic. People expressing no sense of 
citizenship amounts to a willful neglect of 
their sovereign power in a democracy. 

While Article Nine attracts all the at- 
tention, Shiono Nanami, a Japanese writer 
residing in Italy, has opined that the part 
of the constitution that really needs revis- 
ing is Article 96, which sets a high hurdle 
for amendment—a two-thirds majority in 
the Diet and a national referendum. Jour- 
nalist Yoshiko Sakurai says Japan is at a 
crossroads, with the possibility of becom- 
ing a model country of the 21st century or 
repeating the process of constitutional 
ambiguity by heeding American demands 
again. 

In any case, the Japanese need to own 
the constitution. If the present political 
climate sets in motion the formal process 
of revision, it will be the first time that the 
people will be part of the process of creat- 
ing their own constitution. The end prod- 
uct of the process—whether it is the 
present constitution or anew one—should 
reflect the democratically expressed sov- 
ereign will of the people, giving it the 
much-needed status as the undisputed su- 
preme law of the nation. ml 
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A Passage 
To Prosperity 


by Arvind Panagariya 





AVING SUSTAINED 6% 
annual growth since 
the late 1980s, India is 
_ now regarded as an un- 
equivocal economic 
success. Prime Minister Manmohan Singh 
-initiated many of the key economic re- 
forms during his tenure as the finance 
minister in the ’90s. But his task remains 
incomplete. India continues to trail well 





behind China, which has been growing at 
the annual rate of 10% since 1981. From an 
equal level in 1980, per capita income in 
China today is more than twice India’s. 
The proportion of the population below 
the poverty line has dropped below 5% in 
China compared with 26% in India. 
Though trade has grown rapidly in 
both countries, it has grown far more rap- 
idly in China. Exports of goods and ser- 
vices grew at an annual rate of 15.2% 
compared with 10.7% in India. By 2003, 
China’s share of world exports hit a no- 
ticeable 5.8% while that of India remained 


virtually invisible at below 1%. Foreign di- 
rect investment in India expanded many- 
fold in the ’90s over the ’80s, but it 
remained less than one-tenth the level 
achieved by China. 

The single most important factor ex- 
plaining these differences is the relatively 
poor performance of Indian industry. 
Whereas the share of industry in China’s 
cpp rose from a high level of 42% in 1990 
to 51% in 2000, it remained virtually stag- 
nant in India. By contrast, the Indian ser- 
vice sector grew rapidly, expanding its 
share to 48% in 2000 from 41% in 1990. 
This trend has continued in the last five 
years. 

Industrial output is far more tradable 
than services. True, information-technol- 
ogy services have a large traded compo- 
nent, but they are less than 2% of India’s 
app. Therefore a low share of industry and 
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slow growth in it translate into slow 
growth in trade. Moreover, in labor-abun- 
dant economies such as China and India, 
FDI is attracted principally to industry to 
take advantage of lower wages: A low 
share of industry means a lower level of 
FDI; and if the conditions for rapid indus- 
trial growth are lacking, growth in foreign 
investment will also be low. 

What can India do to achieve the high 
level of growth and the low level of pov- 
erty achieved by China? Some argue that 
India need not follow the conventional 
growth path whereby the share of indus- 
try grows at the expense of agriculture in 
the early stages of development but yields 
to services in the later stages. According 
to this view, given its vast stock of skilled 
labor and lead in the information technol- 
ogy sector, it is natural for India to grow 
rapidly in services, skip industrialization, 
and leapfrog into the services stage. To 
put it dramatically, India need not become 
South Korea on the way to becoming the 
United States. 

This is an enticing prospect, but the 
idea is hopelessly flawed. While the soft- 
ware and IT-enabled services have shown 
rapid growth in recent years, given their 
tiny share in the economy, they have made 
only a minuscule contribution to the 
growth of services. 

Much of the growth has come from in- 
formal services where the wages and pro- 
ductivity are often low. The six largest 
service industries, accounting for 34.2 per- 
centage points of the service sector’s 
40.6% of GDP, are distribution services, 
public administration, real estate, commu- 
nity services, transport other than rail- 
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ways, and banking. Business services, 
which include software and rr-enabled 
services, accounted for only 0.3% of GDP, 
and communications services reached 2% 
of GpP in 2000. 

Even if communications, software and 
1T-enabled services played a larger role, 
the idea that India can be transformed 
froma primarily rural and agricultural na- 
tion into a modern, urban economy with- 
out a substantial jump in industrial growth 
is a far-fetched one. Currently, nearly 60% 
of India’s workers earn their living from 
farming. While appropriate policies could 
help a large chunk of this population move 
into well-paid jobs in manufacturing, they 
cannot move off the land if job creation is 
concentrated in service industries like 
banking, insurance, finance, communica- 
tions and information technology. 

That’s because manufacturing only re- 
quires on-the-job training, whereas em- 
ployment in the formal services requires 
at least college-level education. This means 
that a strategy that relies on services as the 
engine of growth must first educate the 
children on the farms so that they can find 
work when they become adults. Such a 
strategy cannot do much for the existing 
workers. 

Therefore, the importance of the rT 
sector to the economy notwithstanding, 
the only way India can bring a large chunk 
of the farm population into gainful em- 
ployment in a reasonably quick time is. 
through faster expansion of the tradition- 
al, unskilled-labor-intensive industry. This 
suggests that the right strategy for India is 
to walk on two legs: traditional labor-in- 
tensive industry and modern It. Both legs 
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DIVERGING PATHS 
While China industrializes, India develops services. 










SECTOR INDIA CHINA 
OF THE 


ECONOMY | i959. {| 2000 ||. 1990 ||; 2000. 
k Agriculture || -31.3 l| 249° || 27.0 |{: 209 | 
"Industry-": 1|. 27.6 1i 26:9- || 416 [50.9.1 


SOURCE: INDIAN MINISTRY OF FINANCE, ECONOMIC SURVEY 







need strengthening through further re- 
forms, and four specific reforms are of spe- 
cial importance. 

* Under the Industrial Disputes Act en- 
acted in 1982, firms that employ 100 or more 
workers in India cannot fite them under any 
circumstances. This law has understand- 
ably deterred multinationals as well as 
large domestic firms from entering labor- 
intensive manufacturing. For example, the 
apparel and toy firms in India remain mi- 
nuscule relative to their Chinese counter- 
parts. Given that workers may refuse to 
perform their normal duties in the absence 
of any fear of being laid off, Tyco can 
scarcely risk moving its toy manufacturing 
to India. 

Large Indian firms have tried to escape 
the labor law by focusing on skilled-labor- 
intensive or capital-intensive sectors such 
as pharmaceuticals, rT, machine tools and 
auto parts, which principally employ 
white-collar workers who do not enjoy 
protection. Restoration of the firms’ right 
to fire workers in return for a reasonable 
severance is essential if India is to trans- 
form itself into a modern nation. 

Defenders of the 1pa argue that the 
main culprit for the poor performance of 
the labor-intensive sectors is the so-called 
small-scale industries reservation policy, 
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under which most labor-intensive prod- 
ucts such as apparel, footwear and toys 
have been traditionally reserved for the 
exclusive production of small enterprises. 
No doubt the ssi reservation has had a big 
impact in the past, but its removal will not 
be sufficient to bring large firms into the 
labor-intensive industries. This conclu- 
sion is supported by the fact that the relax- 
ation of the reservation provisions. for 
certain products has failed to generate sig- 
nificant entry. 

æ The fiscal deficit of more than 10% has 
starved industry of investment funds. Sav- 
ings by households and corporations cur- 
rently average 26% of GDP. After excluding 
household investment and retained earn- 
ings of corporations, financially interme- 
diated savings are approximately 12% to 
13% percent of app. Thus, the fiscal deficit 
absorbs virtually all financially intermedi- 
ated savings. Foreign savings could fill 
some of the gap, but they translate into 
large current account deficits, which bring 
the risk of macroeconomic instability. Un- 
less savings rise dramatically, bringing 
deficits down is essential to release invest- 
ment funds to industry. 

æ Indian industry needs better infra- 
structure. To compete internationally, it 
needs reliable power supply at reasonable 
prices. Congestion at ports due to capacity 
constraints and poor administration ham- 
per swift movement of goods. Airports in 
India are an embarrassment: A potential 
investor who takes a flight from New York 
to Shanghai and then to Delhi will think 
hard before choosing India over China. Fi- 
nally, the movement of goods to and from 
ports requires the construction of reliable 
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roads, a modern trucking industry, and the 
removal of restrictions on interstate move- 
ment of freight carriers. 

* The most important potential bottle- 
neck the Indian 1T sector faces is the state of 
higher education. Currently, only 6% of In- 
dians between 18 and 24 go to college. Of 
these, a tiny fraction has the skills neces- 
sary to perform tasks related to software 
and 1T-enabled services. Unsurprisingly, 
competition for scarce skills has brought 
annual employee turnover rates in IT firms 
to more than 50% and a doubling of sala- 
ries for many in less than two years. 

If the growth in the rr sector is to be 
sustained, India needs to fundamentally 
rethink its higher education policy. Given 
the fiscal deficits, the government has vir- 
tually no resources to expand and improve 
the education system. The proportion of 
GDP spent on higher education has pro- 
gressively declined over the last several 
decades. And given the stringent fiscal 
constraints faced by the central and state 
governments, as reflected in their com- 
bined fiscal deficit in excess of 10% of app, 
the prospects for a rapid expansion of pub- 
lic investment in higher education are 
quite bleak. 

To add to these woes, the existing uni- 
versities in India are hopelessly ill- 
equipped to educate even those lucky 


enough to get into them. The physical in- 
frastructure is crumbling. More impor- 
tantly, professors are frequently absent 
from classes, “moonlighting” at private 
coaching institutes that prepare students 
to compete in various entrance examina- 
tions. If the universities manage to churn 
out some excellent talents, the credit goes 
largely to the brilliance and hard work of 
the elite students. 

This leaves only two complementary 
options: the entry of private universities 
into the market and the introduction of tu- 
ition fees in public universities for those 
capable of paying. 

The virtual ban on private universities 
in India is most puzzling. Many students 
would be willing to spend significant sums 
of money for a decent education, as shown 
by the expenditures they currently incur 
at U.S. universities. Given the high private 
returns to higher education, there is also 
a good case for the introduction of signifi- 
cant tuition fees in public universities to 
generate funds for the expansion and im- 
provement of the quality of education. 

Having got India on its feet in the 90s, 
Mr. Singh must now push reforms further 
to ensure that it can walk briskly on two 
legs. He has a historic opportunity to 
build a modern India and he must not 
miss it. Dal 
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Get Ready for 
China’s Greenspan 


by Stephen Green 





HOU XIAOCHUAN, gover- 
nor of China’s central 
bank, is an influential 
figure. But he is not as 
important as Alan 
Greenspan. His successors will be though. 
Global financial markets will hang on their 
words—once they’ve been translated. This 
is because monetary policy will soon work 
as effectively in China as it does in the 
United States, and that will give the people 
who influence rates enormous power. 





Mr. Zhou’s limited influence is easy to 
understand. China’s monetary policy still 
does not work as it might—bank-interest 
rates are mostly administered and many 
state firms do not worry about the cost of 
funds when they borrow. That means the 
People’s Bank of China does not have any- 
where near as much leverage over its econ- 
omy as the Federal Reserve does. 

In addition, the PBoC is currently 
caught on the back foot trying to cope with 
China’s large foreign-exchange inflows, 


es 


rather than being allowed to set rates to 
suit the needs of the domestic economy. A 
stable currency is of course not without its 
merits, but it falls upon the PBoC to stop 
any unpleasant inflationary fallout. And 
lastly, unlike Mr. Greenspan, Mr. Zhou 
works within a central bank that lacks in- 
stitutional independence. 

However, this is all changing. Interest 
rates in China are rapidly becoming freer, 
the PBoC is busy putting the infrastruc- 
ture of modern monetary policy into place, 
and wider structural changes in the econ- 
omy mean that rates already have more of 
an impact than they once did. Once the peg 
to the dollar is relaxed, and structural re- 
forms are completed, then monetary poli- 
cy will, over the next decade, become the 
main means by which China’s economy is 





ex Mr. Green is the senior economist for Stan- 
dard Chartered Bank in Shanghai. His most re- 
cent book is Exit the Dragon: Privatisation and 
State Control in China (Chatham House/Black- 
well 2005). 
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managed, as it is in the United States. 

So, here are three questions: First, why 
does monetary policy not work that well 
in China at present? Second, is the pegged 
exchange rate really causing the authori- 
ties serious monetary problems, as stan- 
dard macroeconomic theory predicts? And 
what will a China with “free” interest rates 
and a more flexible currency look like? 

In mature market economies, the inter- 
est rate is the main means by which the au- 
thorities moderate aggregate demand, calm 
inflation and, depending on their mood, re- 
assure or petrify financial markets. Of 
course, there is still much controversy 
among economists about when and by how 
much to raise rates, but everyone agrees on 
the basic economics—and that rates are the 
best tool for managing aggregate demand. 

In China, it doesn’t quite work like this— 
at least not yet. Take two examples. In the 
late 1990s, China’s economy was in a rough 
way—real growth was probably plumbing 
the lows of 4% to 5%, and by some esti- 
mates it actually stopped. Deflation was ev- 
erywhere, and the government was worried. 
In response, the PBoC brought bank inter- 
est rates down sharply. (The PBoC controls 
the overnight borrowing rate, but at present 
this is ineffective, so its rate policy is main- 
ly achieved through adjusting the rates at 
which banks lend and borrow.) The one- 
year loan rate, for instance, fell to 6% in 
June 1999 from 15% in July 1995. 

Nothing happened. In fact, credit 
growth actually fell. In order to get the 
economy going again, the government had 
to resort to a big fiscal stimulus. Treasury- 
bond issuance rose, and in 2001 many ana- 
lysts suspect the central bank simply asked 
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the banks to lend more. That marked the 
beginning of the huge credit expansion and 


‘investment boom that we are only now 


nearing the end of. The lesson that many 


economists took from this debacle: Fiscal 


policy works; monetary policy does not. 

Fast-forward three years to when the 
government needed to calm things down. 
Year-on-year annual M2 growth hit 21.6% 
in August 2003, overall bank credit grew 
at 23.9%, and annual fixed-asset invest- 
ment was booming at 30% to 40%. Over- 
investment, officials worried, was going to 
create overcapacity and saddle the banks 
with a new wave of nonperforming loans. 
Something had to be done. 


UT WHAT? SINCE monetary pol- 

icy was apparently ineffective, 

raising rates was not a realistic 
option. Instead, the government curbed its 
fiscal stimulus and opened up its planned- 
economy toolbox. In April 2004, a “macro- 
economic adjustment” program was rolled 
out. This was targeted at several heavy in- 
dustries, including steel, cement and char- 
coal. The National Development Reform 
Commission was given power to authorize 
(or not) a large swathe of investment proj- 
ects, control over land development rights 
was tightened, and banks were advised to 
curb their lending appropriately. Instead 
of making funds more expensive through 
raising rates, the government chose to 
make them harder to obtain. 

By June 2004, M2 growth was back be- 
low 16% year on year, domestic credit 
growth had fallen back, and consumer price 
inflation was heading downward. The 
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MASSIVE MONEY FLOWS 


The gap between capital arriving from abroad 
and the PBoC’s sterilization is growing. 
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PBoC was allowed to raise bank rates just 
once, in October 2004, by 27 basis points, 
perhaps just enough to signal rates could 
rise—but apart from that it has played a 
subsidiary role in macro-policy over the 
past 18 months. 

Given this experience, it would be easy 
to be pessimistic about the prospects for 
monetary policy in China. Will fiscal pol- 
icy always win out? 

The answer has to be no. Ongoing 
structural changes mean that China’s 
economy is more sensitive to interest rates 
than a decade ago. State companies now 
often have to repay their loans, and so care 
more about the cost of funds. As more state 
firms are sold off, they will lose their lob- 
bying power to keep rates low. Private 
companies are increasingly accessing 
credit, and they are sensitive to rates. 
Banks now lend much more to consum- 
ers—they account for 11% of today’s out- 
standing loans—and these customers will 
be sensitive to rate changes. 

Many economists believe that rates 
could, and should, be used now to moderate 






excess demand in China. Consumer infla- 
tion may have calmed, but only because 
utility prices have been controlled through 
administrative measures. Upstream raw 
materials’ inflation is much more serious 
than cpi—these prices are increasing at 5% 
to 6% a year. This is a problem since real 
rates (calculated by taking expected infla- 
tion away from the nominal rate) are still 
very low, and this has kept up investment 
demand during the 2001-04 boom. 

Put aside all the controversy over wheth- 
er the yuan is hurting the U.S. economy. In- 
stead, let us look at the domestic 
consequences of the peg, and assume that 
the yuan is undervalued (which the rapidly 
growing current account surplus indeed- 
suggests is the case). Usually, undervalued 
currencies cause inflation. This is because 
acheap currency means more exports than 
imports, and the resulting current account 
surplus causes net inflows of money from 
overseas. These inflows add to the mone- 
tary base, banks lend all this money out to 
new customers, and before too long prices 
are rising because there is too much money 
chasing too few workers and goods. 

In China’s case, these inflows have 
been coming thick and fast—$206 billion 
last year, $101 billion in the first half of 
2005, a 50% year-on-year growth rate. The 
PBoC has relied on three tools—and some 
good luck—to cope with these inflows. 

The first tool is open market opera- 
tions, mainly using PBoC bills. These al- 
low the PBoC to take money off the 
commercial banks’ books, giving them 
bills instead. The banks cannot lend out 
these bills to customers, thus stopping the 
creation of new money by issuing loans. 
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Net bill issuance accelerated in late 
2004 to cope with forex inflows of $20 bil- 
lion to $30 billion a month, and remains at 
high levels. During 2004, the PBoC with- 
drew a total of 616 billion yuan ($74.5 bil- 
lion) from the monetary base through bill 
issuance in the interbank market. This was 
the equivalent of 36.1% of forex inflows for 
the year. In addition, the PBoC appears to 
have secretly issued 196.6 billion yuan 
($23.8 billion) in PBoC bills sometime in 
May-June 2004 to the four state banks. In 
total, the PBoC sterilized 812.6 billion yuan 
($98.3 billion) during the year, equivalent 

to.47.5% of forex inflows during 2004. This 
l year, bill issuance has been ramped up 
more. -In the first half of 2005, Standard 
Chartered Bank estimates there was an in- 
crease in outstanding PBoC bills of 645 bil- 
lion to 672 billion yuan, soaking up the 
equivalent of $78 billion to $81 billion worth 
of the forex inflows. In other words, the 
PBoC sterilized 68% to 71% of the inflows. 

The second tactic to control forex re- 
serve inflows has been higher required re- 
serve ratios, which are prudential 
requirements on banks to place a certain 
proportion of their deposits with the cen- 
tral bank. On September 21, 2003, the RRR 
was raised to 7% from 6%, and to 7.5% on 
April 25, 2004. These moves had the effect 
of withdrawing 203 billion yuan ($24.5 bil- 
lion) and 111.2 billion yuan ($13.4 billion) 
from the system. 

The first chart shows how these tools 
have allowed the PBoC to sterilize a large 
chunk of the forex inflows. But as it shows, 
more forex is now being allowed to enter 
the economy than ever before. 

Moral suasion has been the PBoC’s third 
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tool. Officially, this involves guidance on 
which sectors banks should lend to—less to 
cement and real estate, more to agriculture 
and small- and medium-sized enterprises, 
for example. However, in practice many 
suspect it also involves the PBoC guiding 
the banks on how much to lend. The fact 
that overall credit growth has so closely 
cleaved to the PBoC’s target strongly sug- 
gests that the big banks are coordinated. 

The degree to which this has taken 
place, however, is difficult to judge. That’s 
because the PBoC had astroke of good luck. 
At just the right time, China’s commercial 
banks are trying to meet the new capital- 
adequacy ratios of 8% by January 2007 that 
the bank regulator has imposed. Invest- 
ments in PBoC paper and most other forms 
of debt, which carry no capital require- 
ment, are now preferable to loans to corpo- 
rates, which demand a capital equivalent of 
100% of the value of the loan. This is appar- 
ently causing the banks to draw back lend- 
ing, helping the PBoC out. 

- Allthis has important consequences for 
the costs that China has to pay to defend the 
peg. With big forex inflows, fast growing 
bank deposits and few other investment op- 
tions, commercial banks are keen buyers of - 
PBoC paper. This has meant that there are 
large amounts of liquidity in China’s money 
markets, which has driven yields low. The 
overnight borrowing rate in the market is 
now hovering around 1.2%, and one-year 
PBoC bills sold for 2% in late May, down 
from an average in 2004 of 3.2%. The sec- 
ond chart shows the overnight repo rate 
just above the floor provided by the excess 
reserve rate of 0.99%. 

This means that sterilization is surpris- 
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China’s money market 
interest rates are near the floor. 
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ingly cheap in financial terms—it only cost 
the PBoC an estimated $3.2 billion last year 
to pay for all its bills, compared to some $15 
billion to $18 billion of returns it would 
have made from investing the country’s 
massive reserves overseas. Even on a mar- 
ginal basis, the widening rate gap between 
China and the U.S. means that the PBoC is 
making money on the deal. 

This has implications. The government 
has shown it can cope with the forex in- 
flows, at least so far. The scale of PBoC bill 
issuance—outstanding bills are now equiv- 
alent to 12.5% of Gbp—is cause for concern, 
but again it is being managed. This weakens 
the case for a big one-off revaluation—more 
than 6%, say. Certainly, more flexibility—an 
initial band widening of 3% to.5%—would 
be welcome (and a consensus appears to be 
emerging in favor of such a move). But the 
danger of undermining export growth with 
a big revaluation currently outweighs the 
danger of sparking more forex inflows with 
a small first move. 

Now assume for a moment that the gov- 
ernment reforms the currency regime suc- 
cessfully and over the next decade 


manages to complete its interest-rate liber- 
alization program. By 2015, the renminbi 
trades against a basket of currencies, and 
capital flows in and out of China more or 
less freely. The PBoC sets the overnight 
borrowing rate at regular meetings, just 
like the Fed, and the commercial banks set 
their own lending and deposit rates. An ac- 
tive bond market, populated with decent 
private companies as well as government 
paper, means that a full yield curve can be 
calculated. What would all this mean for 
the economy? 

Here are five things to expect: 

æ The PBoC will quack like a modern 
central bank, but it won’t quite walk like one. 
Its team of in-house economists will be 
world-class, and its monetary-policy com- 
mittee will enjoy much greater sway over 
economic policy than today. With state- 
owned industry marginalized, there will 
be less need to keep real rates low and sta- 
ble. With monetary policy in play, the 
planned-economy tools—and their institu- 
tional sponsors—will wither away. Rate 
changes will be more regular. Firms and 
China’s 400 million-strong middle class 
will react when they rise. People will have 
to cope with higher mortgage costs. 

One caveat: The PBoC will still be a gov- 
ernment organ, with its governor appoint- 
ed by the Communist Party leadership. Up 
till now, the PBoC has not suffered the usu- 
al problems associated with nonindepen-. 
dence—the government, for instance, has 
not told it to finance public debt, thus trig- 
gering inflation. This is likely to continue 
given the Party’s strong preference for sta- 
bility, both social and monetary. However, 
by 2015 the government will likely have 
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built up more debt, which higher rates of 
inflation would erode, so the temptation for 
higher inflation will be there. Too low rates 
will also be a temptation. 
` # Amore flexible yuan will give more in- 
dependence to monetary policy, but it won’t 
be total since exchange-rate considerations 
will still influence the rate decision. Over the 
next 10 years, interest rates will rise and 
fall more in relation to China’s own eco- 
nomic cycle. However, it will not be all that 
easy since the PBoC will have to cope with 
structural pressure for yuan appreciation. 
China’s rapid productivity growth—some 
2.5% a year over the last 25 years—will be 
sustained if privatization, social security 
and financial sector reform are forced 
through over the next decade. Currencies 
tend to appreciate as productivity, particu- 
larly in the export sector, improves. 
However, the importance of the trad- 
able sector to China’s GDP and job creation 
means that the currency will have to be 
managed much more, at least over the me- 
dium term, than in other continental-sized 
economies. This means that the yuan will 
appreciate against all of its trading part- 
ners over 2005-2010, but in order not to de- 
rail growth it will move only gradually. 
The yen’s appreciation vis-a-vis the dollar 
from 1985, which led to an asset bubble and 
then the lost decade of the 1990s, is exact- 
ly what China wants to avoid. With an un- 
dervalued currency, the PBoC will likely 
continue to have to cope with net capital 
inflows. We expect the reserves to hit $1 
trillion in June 2006. The central bank may 
well find that hiking rates at home exacer- 
bates forex inflows, and this will constrain 
its monetary independence. The problem 
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then will be that low rates will predispose 
the economy to asset bubbles. 

æ Moving interest and exchange rates 
will drive the development of China’s finan- 
cial markets, as companies seek to hedge 
themselyes against risks they’ve never had 
to face before. China’s currency forwards 
market is currently small, with only a 
small number of local banks allowed to of- 
fer contracts, with price guidance from 
the PBoC. In May 2005, the PBoC released 
rules that expand the ambit of forwards, 
allowing interbank members the right to 
trade bills on a forward basis. Expect rap- 


‘id development in these markets once 


there is exchange-rate flexibility. 

æ Expect a few banks to experience 
some rate-related distress. A recent PBoC 
survey despaired of banks’ inability to 
price and manage credit risk. This is hold- 
ing back rate liberalization. As rates are 
relaxed, despite everyone’s best efforts, a 
few of the smaller banks will likely experi- 
ence problems as a result of mispricing 
loans or underestimating credit risks. 
Lower limits on bank loans and upper lim- 
its on bank deposits will remain in place 
for quite some time—perhaps until 2010. 

æ Mr. Zhou’s successors will not enjoy 
their new-found influence. China’s PBoC 
will be the only developing country central 
bank with the power to move global mar- 
kets like the Fed, the European Central 
Bank and Bank of Japan. That is all well 
and good. However, given the relative vol- 
atility of China’s economy, the lack of 
transparency of the decision-making pro- 
cess and the fact that the PBoC still has to 
learn how to manage the market’s expecta- 
tions, this will be a challenging job. H 
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Integrating Asia 
Through Free Trade 


by Makio Miyagawa 





SIA AND THE world are 
now firmly in the era of 
the free trade agree- 
ment. The World Trade 
Organization recognizes 
more than 200 FTAs, with more than 140 
already in force, and the volume of trade 
under preferential agreements has in- 
creased to more than half of the world to- 





tal. Moreover, as FTAs have proliferated, 
the debate over the desirability of this phe- 
nomenon has subsided. FTAs were once 
viewed with suspicion, as potential pre- 
cursors to economic blocs, and therefore 
as stumbling blocks to the wro. Now they 
are seen instead as an essential vehicle of 
international trade policy, complementing 
the multilateral trading system, as well as 
providing a test bed for new and innova- 
tive ways of governing bilateral or region- 
al economic activity. 

No FTA can afford to be inward looking, 
as globalization has made markets much 
more interlinked and interdependent. It is 


also increasingly recognized that FTAs can 
have a positive ratcheting effect on global 
trade liberalization. Since FTAs are framed 
between a small number of partners and at 
a pace that is comfortable to all parties, 
they are an effective means of preparing 
societies for greater transborder exposure 
at the multilateral level. They provide an 
important demonstrative effect of the ben- 
efits of trade liberalization without attract- 
ing a severe backlash. FTAs can therefore 
provide positive complementary pressure 
to negotiate new WTO agreements. 
Moreover, there is much that FTAs can 
accomplish in Asia. Average tariff rates re- 
main relatively high in many countries in 
the region. And even if parties to an FTA 
have already successfully lowered their 


=v Mr. Miyagawa is director of the Japan In- 
stitute of International Affairs. Previously he 
served in Japan’s Ministry of Foreign Affairs, 
where his responsibilities included the negotia- 
tion of FTAS . 
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tariff rates, meaning the expansion of 
trade in goods through tariff-elimination 
would be modest, an FTA could still bring 
about benefits through lowering of unnec- 
essary barriers to trade and freer move- 
ment of goods, services, investment, 
information and people. 

Considerable trade expansion can be 
expected from bilateral liberalization in a 
broad range of pivotal service sectors, 
since services constitute a vital component 
of modern economies. Enhancing the mo- 
bility of people and liberalization of pro- 
fessional services would also contribute 
significant benefits to FTA partners. Where 
the parties to an FTA already have an open 
and liberal investment regime, the estab- 
lishment of a legal framework governing 
the rights and obligations of the govern- 
ments and investors would further im- 
prove the investing environment. 

The harmonization and convergence of 
rules, standards, procedures and business 
practices through the creation of Fras af- 
fords greater convenience and certainty to 
the private sector, particularly in areas such 
as harmonizing regulations and procedures 
pertaining to e-commerce, customs clear- 
ance, product testing and certification, set- 
tlement of commercial disputes and 
competition policy. These greatly facilitate 
bilateral trade and investment. 

Establishing mutual-recognition 
agreements can also promote bilateral 
trade. First, it removes duplicative testing 
and certification procedures and thus 
shortens the time needed for products to 
reach the markets. Secondly, it leads to the 
harmonization of standards of products, 
thereby improving the efficiency of indus- 
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trial production. All these translate into’ 
reduced business costs and increased con- 
sumer welfare. 

In fields experts call “trade related,” 
such as investment and intellectual prop- 
erty rights protection, wTo rules are still 
at an elementary stage, as compared to 
those in FTAs. For instance, the WTO TRIM 
agreement on trade-related investment 
measures only covers regulations on local 
content and foreign-exchange controls, far 
less comprehensive than agreed formulae 
contained in bilateral or regional FTAs. As 
for IPR, the wro simply provides generic 
rules. More important from the practical 
protection of IrR in this region is the estab- 
lishment of agreed cooperative schemes to 
develop a legal framework for raising the 
IPR protection level. FTAs often'contain 
such cooperative elements. 

Those trade experts who favor negotia- 
tion through the Asia-Pacific Economic Co- 
operation always tend to emphasize 
whether and how FTAs among APEC mem- 
ber countries would be detrimental to their 
baby, “the Bogor Goals” of free trade and 
investment within the region by 2020. 
However, these are only one facet ofthe FTA 
universe, and the importance and roles of 
FTAs in the 21st century cannot be judged 
solely by the narrow criteria of the trade 
mafia’s interests. 

In recent times, economic integration 
schemes have become more all-encom- 
passing, with their coverage broadening 
from border controls to include domestic 
regulations and other internal measures. 
Financial experts have identified a number 
of important steps that need to be taken to 
promote stability as liberalization increas- 
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es the linkages in financial markets. These 


are somewhat akin to linking up the boats 
in a port to protect them from a typhoon. 
The Asian financial crisis, whose mem- 


ory is still fresh with us, proved that assets. X 


accumulated in a country through trade 
and other economic activities could sud- 
denly be withdrawn on an enormous scale 
due to the instability of financial markets. 
International capital flight could easily and 
quickly endanger economic management 
of countries in this region. The free global 
movement of capital has, on the one hand, 
brought about enormous benefits, but it has 
also destabilized our economies. 
Strengthening bilateral or regional fi- 
nancial systems would, therefore, be one of 
the critical elements of FTAs created among 
countries in this region. The crisis experi- 
ence suggests that Asian countries should 
strengthen cooperation and linkages to in- 
crease resilience oftheir financial markets. 
Financial sector cooperation should aim at 


tries’ financial markets and offering busi- 
nesses a larger number of fund-raising 
alternatives, so that the regional markets 
become deeper and more liquid. FTAs can 
also provide a useful framework for en- 
hanced regulatory cooperation to meet the 
new challenges posed by emerging market 


_ developments, and improve the capital 


market infrastructure. 

The European experience is helpful 
here. When the European Economic Com- 
munity created a customs union, it needed 
to establish a system of stabilizing ex- 
change rates among its members so as to 
apply common tariff rates vis-a-vis outside 
trading partners. Stable exchange rates 





among the member countries were also in- 
dispensable to fostering intraregional 
trade. The European Monetary Coopera- 
tion Fund was set up to provide member 
countries with short-term or long-term 
credit facilities to manage exchange-rate 
volatility. When Ec members faced bal- 
ance of payment difficulties, various cred- 
it facilities were made available ranging 
from short-term monetary support to me- 
dium-term financial assistance. 
Likewise, when the North American 
Free Trade Agreement was formulated, 
the three member states signed an agree- 
ment for financial cooperation, called the 


‘North American Framework Agreement, 


in 1994. Their agreement included a cur- 
rency-swap facility agreement, but draw- 
ing on this facility is not connected to the 
conditions imposed by the International 
Monetary Fund. 

In Asia, the Asian financial crisis high- 
lighted the critical importance of estab- 
lishing an effective regional financing 
facility so that the economies in this re- 
gion can respond more effectively to the 
needs of Asian countries. This consider- 
ation led East Asian countries’ monetary 
authorities to create the so-called Chiang 
Mai Initiative, the expansion of the exist- 
ing Association of Southeast Asian Na- 
tions swap agreement, and the creation of 
a new network of bilateral swap agree- 
ments among Asean, Japan, China and 
South Korea. 

Asianeeds frequent exchanges of views 


” among Asian countries, and economic sur- 


veillance involving not only analyses of 
macroeconomic and financial policies of 
members, but also identification of the vul- 
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nerabilities of their economic and finan- 
cial systems. Asians should consider 
further the creation of feasible cooperative 
frameworks for the stable development of 
financial markets in Asia. 

From this viewpoint, the Asian bond 
market proposal is extremely important. 
The importance lies in the readiness of 
Asian countries to consider how to create 
aregional equivalent of the European Cur- 
rency Unit, which should help to stabilize 
the participating countries’ currency-ex- 
change rates. This would also help to re- 
duce commission fees needed for the 
exchange of Asian currencies. Financial 
market harmonization, cooperation for su- 
pervision and regulation should form part 
of economic integration in East Asia, pro- 
ceeding in parallel with the creation of 
FTAs in this region. 

FTAs could also include cooperation 
initiatives in many diverse areas such as 
information and communications technol- 
ogy, science and technology development, 
human capacity building, media and 
broadcasting, development of small- and 
medium-sized industries, tourism, postal 
services and transport. Cooperation for 
the joint development in science and tech- 
nology field would, particularly, create a 
robust framework to protect and promote 
the use of intellectual property, to identify 
and invest in promising start-ups, and to 
undertake research in the life sciences. 

Experts in information and technolo- 


gy, education, science and technology, _ 


andlegal development have also empha- 
sized a variety of means for creating such 
bilateral and regional legal frameworks. 
FTAs could help to develop human capital, 


through exchanges between educational 
institutes, professional bodies and govern- 
ment agencies, and through mutual recog- 
nition of degrees and credits. Cooperation 


” in the area of information and communi- 


cation services would serve to enhance the 
security of the communications infra- 
structure, improve the legal and regula- 
tory certainty for electronic transactions, 
and promote the development of e-govern- 
ments. FTAs would further promote busi- 
ness partnerships, especially between the 
SMEs and start-ups of the parties, which 
are keen to expand into each other’s mar- 
kets and regions. 

These benefits, though not easy to 
quantify through general equilibrium 
model analyses, would be sizeable and cer- 
tainly much larger than those gained 
through the elimination of tariffs and the 
liberalization of service sectors. They 
would further substantially improve eco- 
nomic welfare of member countries. More- 
over, FTAs could catalyze the member 
countries’ economic system moderniza- 
tion and reforms for further development 
and economic advancement. 

The tremendous changes sweeping the 
world compel governments to push for- 
ward continuous regulatory reforms. So- 
cieties must be prepared to embrace 
change. FTAs would help to accelerate such 
reforms for the benefit of the countries 
party to them. Significant synergy and op- 
portunities can be derived from mutual 
enhancement of market access, which will 


‘> create a larger and seamless market for 
` our industries. The competitive pressures 


brought about by liberalization will also 
bring our societies into a more rapid pace 
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mutual enhancement of market access, 
which will create a larger and seamless 
market for our industries. The competitive 
pressures brought about by liberalization 
will also bring our societies into a more 


` rapid pace of change, and enable us to de- 


velop faster the capabilities and competen- 
cies required for the future. 

The scope of such FTAs is deeper in 
terms of legal requirements, broader than 
amere trade agreement, better at address- 
ing the developmental stages of parties, 
and less damaging for fragile embryonic 
or sensitive producers as compared to the 
sudden elimination of barriers to all the 
countries around the world. Such an agree- 


ment is more accurately termed an eco-' 


nomic partnership agreement, or EPA, than 
a simple FTA. 

The reforms and changes would natu- 
rally promote regional economic integra- 
tion through harmonization of rules and 
systems among Asian economies. Efforts 
towards economic integration must ad- 
dress the new challenges that technologi- 
cal progress and globalization have 
brought about. Eras should incorporate a 
process ọf creative experimentation 
through continuous review and improve- 


ment, and provide a model framework of 

economic integration for the region. 
There are various motivations for the 

pursuit of EPAs. Some countries might build 


‘such agreements simply to obtain more se- 


cure and favorable access to important 
markets, while others would see them as 
strategic vehicles to promote regional eco- 
nomic and even political integration. As in 
Europe, where regional political coopera- 
tion has been driven by economic integra- 
tion, East Asian integration could likewise 
pick up such momentum if economic inte- 
gration schemes succeed. 

EPAs, which should provide legal frame- 
works for economic integration, would 
catalyze institutional frameworks for re- 
gional cooperation and integration in 
broader and more comprehensive fields. 
They could provide support to the large 
structure of the East Asian Community, 
acting as its columns and beams. 

I dream of the day when rras will lead 
to the reduction of tensions between Asian 
countries by helping to build a larger, 
seamless regional market, thereby creat- 
ing a real community through the lower- 
ing of our border walls and even the 
reduction of our sovereignty. W 


Integrating Asia Through Free Trade 49 


q 





- A Question 
Of Freedom 


by A. Lin Neumann 





N A CASE still shrouded 
in layers of mystery, 
Hong Kong journalist 
Ching Cheong was lured 
across the border to 
mainland China in April, arrested and ac- 
cused of espionage. The case was chilling 
on many levels, not least because Mr. Ch- 
ing, a correspondent for the Straits Times 
of Singapore, is a distinguished journalist 
well known in professional circles. Hardly 
a dissident, he is a former senior editor at 
Wen Wei Po, one of Hong Kong’s pro- 
Beijing daily newspapers. 

The outrageous nature of the arrest— 
Mr. Ching was entrapped on the premise 
that he would be given a manuscript related 
to the last musings of the late Zhao Ziyang, 
the former Communist Party boss ousted 
for opposing the Tiananmen Square crack- 





down in 1989—was a sobering reminder 
that for all of China’s economic progress, 
when it comes to respecting the rights of 
journalists, little headway has been made. 


Officials can still act arbitrarily, without 
any checks on their power. Mr. Ching’s ar- 
rest wasn’t even made known for almost 
two months, and there seems little prospect 
that he will be released any time soon. His 
trial, when it comes, will almost certainly 
be held in secret. 

There is nothing truly unusual in Ch- 
ing’s case, of course. Asia has long been 
plagued by state interference in the media. 
Tough libel laws, sometimes corrupt judg- 
es, harsh censorship, a tradition of back- 
door meddling by government, and state 
ownership or control of the press are the 
norm in a number of countries. Even in 
countries with a liberal press, problems 
abound—killings, corruption, legal battles. 

This isn’t the way it was supposed to 
be. A few years ago, experts were predict- 





=~ Mr. Neumann is the executive editor of the 
Standard in Hong Kong. He has covered South- 
east Asia for over 20 years and was a Bangkok- 
based consultant for the Committee to Protect 
Journalists. 
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ing that a new era of press freedom was 
dawning, ushered in by globalization. To 
be sure, there is more information than 
ever available here as elsewhere, as broad- 
band Internet, sms text messaging and ca- 
ble television have changed the way 
information is delivered. Blogging is popu- 
lar and spreading, although bloggers, with 
few exceptions, are not capable of applying 
substantial resources to independent re- 
porting. So has Asian journalism become 
freer as a result of these advances in tech- 
nology? Are those who actually gather and 
report the news better off now than they 
were, say, five years ago? Probably not. 

l Shortly after the Asian financial crisis 
of 1997, as markets went into meltdown and 
the ephemeral bubble of perpetual growth 
finally burst, the panic sent experts and 
pundits looking for a fail-safe way to avoid 
future calamities. They discovered the 
press. At the World Bank annual meeting 
held in Hong Kong in the fall of that year, 
then U.S. Deputy Treasury Secretary Law- 
rence H. Summers caught the mood when 
he called the preservation of press freedom 
akey to healthy economic growth for all of 
Asia. “A free and undisturbed press is im- 
portant because that is the vehicle through 
which information is conveyed, and, once 
conveyed, is trusted,” Mr. Summers said. 
“Information is at the center of what makes 
financial markets work.” 

Whether it made financial markets work 
or not, the press certainly made leaders 
tremble around the region following the 
crisis. With the vaunted notion that “Asian 
values,” a la Lee Kwan Yew, were a kind of 
magic potion that allowed Asian societies 
to grow rich because they were authoritar- 
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ian in well-deserved retreat, the media 
flexed its muscles. In Thailand, the unpop- 
ular and ineffectual Chavalit Yongchaiyudh 
was forced to relinquish his post as prime 
minister in late 1997 in the face of unrelent- 
ing media pressure and ridicule over his 
handling of the crisis that brought the coun- 
try’s roaring economy to its knees. 

Less than a year later, Asia’s longest 
serving strongman, President Suharto of 
Indonesia, came undone amid street pro- 
tests and cries of reformasi. While the ash- 
es were still smoldering from the riots that 
preceded Mr. Suharto’s resignation in May 
1998, the Indonesian press almost over- 
night became one of the most open in the 
region. Once-banned magazines, like the 
famed Tempo newsweekly, began publish- 
ing freely, and the atmosphere among In- 
donesian journalists became almost giddy 
with the power of the pen. 

In the Philippines, where courageous 
publications gave a substantial boost to the 
movement to overthrow Ferdinand Mar- 
cos in 1986, the media continued to play 
the role of nagging gadfly and occasional 
political cheerleader. The media broke 
many of the tales of sordid scandal that un- 
dermined then President Joseph Estrada 
in 2001. He was ousted by middle-class 
“people power” manipulated and urged on 
by the Catholic Church, the military, busi- 
ness elites and, yes, the media. 

Taken as snapshots in time, these events 
might make a persuasive case for a ram- 
bunctious free press being a central player 
in the political life of the region. In these 
and a handful of other instances—publiciz- 
ing Indonesian military abuses in East 
Timor in 1999, Hong Kong’s oh-so-polite 
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mass demonstrations in 2003 and 2004 
against Tung Chee Hwa’s unpopular gov- 
ernment—the press played a major role in 
checking government power. Indeed, after 
the financial meltdown and the resignation 
of Mr. Suharto, millions of dollars in aid 
money, much of it targeted at assisting the 
media, poured into Asia from private foun- 
dations and Western governments keen to 
shape what was called the “transition to 
democracy.” I should know—from 1998 to 
2004, when I returned to full-time news- 
paper work, I made much of my living as a 
consultant to foundations and aid agencies 
promoting press freedom in Asia. 

It didn’t work out the way the press gu- 
rus planned. Malaysia’s then prime minis- 
ter, Dr. Mahathir Mohamad, jailed his 
nemesis Anwar Ibrahim in 1999 and the 
government-controlled press largely went 
along with it. The high—and I would say 
unrealistic—hopes many had for progress 
toward liberalization in Burma have gone 
nowhere. Similarly, Vietnam maintains 
state control of the media, as does Singa- 
pore, which has one of the most effective 
mechanisms of media control in the 
world. 

In Thailand, the progress toward a free 
media has been rolled back. The heady days 
when the media helped toss out govern- 
ments and ran sizzling exposes are pretty 
much a thing of the past. Since his rise to 
power in 2001, Prime Minister Thaksin 


- Shinawatra has carefully managed the me- 


dia as part of selling his brand of one-party 
populism. His family’s corporation took 
control of the only independent television 
station in the country, and reforms to end 
government ownership of the rest of the 


broadcast media have gone nowhere. Fi- 
nancial and political pressures to toe the 
government line are a fact of life, according 
to journalists in Bangkok. 

In Indonesia, the press is still vibrant 
and largely unfettered, but military restric- 
tions were used liberally in Aceh (before 
the Dec. 26 tsunami) to restrict coverage 
of the conflict and military offensive there. 
Also, a series of high-profile libel prosecu- 
tions against Tempo group publications by 
business magnate Tomy Winata have kept 
editors and reporters busy in court for a 
couple of years. 

And in the Philippines, while the media 
is as raucous as ever, rural journalists get 
gunned down with alarming regularity— 
there have been four killings so far in 
2005, according to the Committee to Pro- 
tect Journalists in New York; there were 
eight such murders in 2004, and another 
five in 2003. Most of the victims were ra- 
dio commentators, operating in provinces 
that are frequently both corrupt and virtu- 
ally lawless. This is an extraordinary toll 
for a country that’s not at war, and no one 
has been punished for any of a string of 
killings that go back to the mid-1980s. 

The argument put forward back in 1997 
in support of ever-expanding press free- 
dom was that economic growth and stabil- 
ity practically hinged on media freedom. 
That does not seem to be the case in China. 
Despite an increasingly market-driven me- 
dia and often very aggressive reporting on 
local issues, the state maintains an extraor- 
dinary amount of control over ownership, 
political discussion and the Internet. Those 
who thought President Hu Jintao would be 
a reformer in this regard have been sorely 
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disappointed since he took the reins. In 
September of last year, just after Jiang Ze- 
min’s retirement, the Chinese Communist 
Party said officials will “persist in the prin- 
ciple of party control of the media” and 
“further improve propaganda in newspa- 
pers and journals, broadcasting and TV.” 
With tens of millions of Internet users, the 
government resolved to “strengthen the 
building of the Internet propaganda con- 
tingent, and form a strong momentum of 
positive public opinion on the net.” 

cpJ says that China imprisons more 
journalists than any other country—42 in- 
carcerated as of the end of 2004. Journalist 
Zhao Yan, a researcher for the New York 
Times and a gutsy reporter for Chinese 
publications as well, was jailed on suspicion 
of “providing state secrets to foreigners” in 
2004, similar to the espionage charges that 
apparently await Hong Kong’s Mr. Ching. 
Violating secrecy laws has often been tossed 
at reporters in China and it is a powerful 
deterrent, causing journalists to look over 
their shoulders constantly when touching 
on many sensitive topics. 

From time to time, the argument is put 
forward that globalization and the Internet 
have changed the journalistic equation, 
making the traditional role of foreign and 
regional reporters less important. I think 
this is largely nonsense. With all of the 
problems faced by the domestic press in 
Asia, there remains a vital need for an ag- 
gressive regional and international press 
that can cover stories local outlets may lack 
the resources or the freedom to touch. 

For decades there has existed a kind of 
symbiosis between the domestic and the 
foreign press corps in many countries. Sto- 
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ries that could not be told in places like In- 
donesia during the Suharto era could often 
be reported in the pages of the REVIEW or 
Time. In some cases, a story would be 
opened up in the foreign media and then be 
replayed and amplified in the home country 
with devastating effect. This was the case 
with former President Ferdinand Marcos’s 
famous “hidden wealth” in the Philippines 
in the 1980s. It was a story that was well 
known in Manila, gossiped about in coffee 
shops and peddled to journalists from time 
to time by dissidents, but local editors knew 
better than to print it until the San Jose 
Mercury News broke the story. 

The fundamental need for aggressive 
journalism is undiminished. But the clo- 
sure of Asiaweek in 2001 and the weekly 
news operation of the REVIEW last year to- 
gether eliminated about 160 jobs and doz- 
ens of news bureaus. This change is coupled 
with the fact that there are far fewer televi- 
sion crews operating regionally than even 
a half dozen years ago, as budget cuts have 
taken their toll at cNN and Star Television’s 
once-promising news operation. 

This is not to say that good regional 
journalism is no longer practiced. Unfor- 
tunately, however, the day is not yet upon 
us when Asia’s media operators step for- 
ward to fill in the gaps in coverage. There 
are precious few regional foreign corre- 
spondents placed in the field by Indone- 
sian, Thai or Philippine publications. 

Asia’s press remains a lot less free than 
it should be. It is embattled in some places 
and harassed in others. It remains for jour- 
nalists working in places like Hong Kong to 
pitch in, cover the stories and pry open the 
space our colleagues elsewhere need. Ml 
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hisit Vejjajiva, the leader of Thailand’s opposition Democrat Party, to discuss his 


L AST MONTH, REVIEW editors Hugo Restall and Colum Murphy met with Ab- 


long-range vision for rebuilding his party’s public support after a resounding 
defeat in February’s election. The full interview can be viewed at www.feer.com. 


REVIEW: The TRT has been very successful 
at mobilizing grassroots support, and con- 
necting with poor, rural Thais, whereas the 
Democrats are often perceived as the par- 
ty of the Bangkok elite. How do you plan to 
change that? 


ABHISIT VEJJAJIVA: I think the key is to 
recognize that the connection the TRT has 
made with the majority of the people is not 
with the party, it’s with the populist pack- 
age, whether it’s with the village fund, or 
cows, or whatever projects that they are 
proposing. We have made it clear that 
we won’t go down the populist route, we 
don’t think it’s the answer for the country. 
And we are convinced—and I think there 
is growing evidence all the time—that the 
people have also come to see that the things 
that are being offered by TRT are not really 
solutions for their lives, for their country. 


REVIEW: So you're betting that Thais will 
begin to see these policies as wasteful? 


A.V.: Well, they’re definitely wasteful. 
They’ve been implemented, and I think the 
people give the government credit for that 
given that it’s the first strong, elected gov- 
. ernment in the history of Thai democracy... 
But [as for] the actual outcome of the poli- 
cies—the jury is still out on that.Yes, people 
have had more money to spend in the last 
two to three years. But their income is not 
going up—yet their debts are. And now with 
higher oil prices, inflation, interest rates, it’s 
going to bite into their well-being...The key 


for improving well-being is to make sure 
the country is well prepared for global com- 
petition...That is not being done. The popu- 
list package does not in any way strengthen 
the country on these fronts, it may indeed 
have the opposite effect... 


REVIEW: Does Mr. Thaksin bear some 
responsibility for increasing corruption? 


A.V.: Of course. For several factors: First, 
he does not really respect, or take serious- 
ly, the issue of conflict of interest. Himself, 
the people surrounding him—whether his 
family or his cabinet—totally ignore this 
issue, And this has been the biggest factor 
in fueling corruption in recent years. Sec- 
ond, the fact that he has engaged the gov- 
ernment in a much more interventionist 
stance, rather than trying to create a good 
environment for fair competition, means 
that you build up an unhealthy relation- 
ship between politicians, bureaucrats and 


. businesses. If you want to do business, you 


have to get connections, if want to do busi- 
ness, you have to ask for privileges. These 
are all conducive to increased corruption, 
so one shouldn’t be surprised. 


REVIEW: The Democrats are still very strong 
in the South. What do think can be done at 
this point to effect a reconciliation there? Do 
you support the government’s efforts? 


A.V.: Well, we were initially encouraged by 
the prime minister’s admission that some- 
thing had to change...and [he] appeared to 
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be more receptive to our proposals. And 
we were encouraged by the creation of the 
National Reconciliation Commission. But 
almost three months on, there is still very 
little change that can be felt in the south. 
We still hear so many leading people—in 
the police, in the military, in the govern- 
ment—making statements that only confirm 
that they have not accepted a real change in 
policy or approach... 

At the same time, the troublemakers 
are trying to challenge the government, 
and any policy changes, by increasing the 
frequency of violent incidents. I think the 
prime minister is mistaken in thinking that 
by just setting up the nrc he’s relieved of 
any responsibilities, and that things would 
then go well. It’s not enough, because the 
NRC has no command, has no control of 
any of the agencies. 

Some of the key proposals I have made 
have not been adopted. I think its time to 
puta civilian in charge, to send a signal that 
this is really a change in policy. 


Secondly, I think the role given to the 


troops in the area should be one of helping 
with infrastructure projects, so they real- 
ly are soldiers for their benefit—that would 
reduce any tensions, misunderstanding be- 
tween them and local people. 


REVIEW: Do you think greater autono- 
my should be given to the provinces in the 
south? 


A.V.: Greater participation—because the 
word “autonomy” means different things to 
different people. And different degrees of 
autonomy are possible. It’s best to say there 
should be more participation. There should 
be greater flexibility in the way things are 
run so that they can go in accordance with 
local people’s culture and beliefs, Whether 
that means autonomy... 
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The agencies tasked with the problems 
in the province should invite community 
leaders, religious leaders to join in. There 
are also some aspects, say for instance civil 
law, whereby it’s possible that special pro- 
visions could be made for Muslims. 

The problem I think is that the prime 
minister is such a firm believer in a cen- 
tralized, “one-package-fits-all” way of 
running the country. It just naturally goes 
against all these recommendations. 


REVIEw: Are Thailand’s democratic tradi- 
tions and civil liberties significantly under 
threat in the long term? 


A.V.: These things have been threatened 
because of the demands for stronger, more 
stable government. So when the Consti- 
tution tried to create a more stable and 
stronger government and leaders, Mr. 
Thaksin benefited from that. I think at 
first people are willing to make sacrific- 
es, whether explicitly or not. 

Mr. Thaksin has never been a believer 
in liberal democracy. I don’t see any evi- 
dence of that. And the way he’s presented 
it to the people is that: “Well, you give me 
your power, Ill run things for you, just 
don’t complain along the way. If you don’t 
like it, you can kick me out later.” That’s 
his thinking—it’s very simplistic. 

To me that’s not what liberal democ- 
racy’s about. So while things were going 
well—the economy expanding; people 
sort of liked his style of decisiveness—he 
[meanwhile] has been damaging all the 
mechanisms of checks and balances. 

I think the pendulum is going to swing 
back, and I think people will come to see . 
that the loss of rights, the loss of mecha- 
nisms of checks and balances will be more 
costly. I’m convinced that the people are 
seeing it more clearly every day. W 





I Interviews Ei 








ae IN TRANSLATION <= 


a 


China’s Heavy 
Industry Delusions 





by Wu Jinglian 
TıS NOT necessarilytrue high-speed growth for China’s economy, 
that all countries must itwill only result in the decrease of overall 
emphasize heavy indus- economic efficiency. This will destroy the 
tryasaphaseinthepro- foundation for consistent and relatively 





cess of industrialization. 
So why is it that China has taken heavy in- 
dustry as the pillar of national economic 
development? Is it a special case? 

Insofar as China is different from oth- 
er big countries, its special characteristics 
are ample human resources, scarce natu- 
ral resources, a shortage of capital re- 
sources and a fragile environment. 
According to the principle of comparative 
advantage, under such resource conditions 
China’s priority should obviously be the 
development of those industries that cost 
less energy, capital and resources, taking 
advantage of Chinese people’s clever 
minds and skillful hands. 

If, on the contrary, China concentrates 
on heavy industries that cost huge re- 
sources and capital, and hopes that their 
super-fast development will help to achieve 


fast growth. 

For example, China has very scarce en- 
ergy resources. It can achieve some paper 
profits by vigorously developing energy- 
consuming industries, and even becoming 
the largest exporter of coal and electro- 
lytic aluminum, by depressing the value 
of labor, water, land and capital. But ac- 
cording to the real value of the resources 
consumed, what we’ve achieved is actu- 
ally a net loss of national wealth, not to 
mention the damage done to the environ- 
ment. This kind of growth path has result- 
ed in a situation where huge resources 
were consumed, environmental pollution 


=~ Mr. Wu is a senior researcher with the De- 
velopment Research Center under China’s State 
Council. This article originally appeared in the 
June 27 issue of Caijing. The translation is by 
Xiaohui Restall. 
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worsened, and we gained a reputation for 
“dumping,” yet we didn’t get the majority 
of the profits. 

One-sided emphasis on the develop- 
ment of heavy industries to drive the 
growth of the whole economy will also end 
in other negative results: 

First, it will cause a critical shortage of 
coal, electricity, fuel, shipping and other 
scarce resources. China’s main source of 
nonrenewable energy is coal, and in 2000, 
our production of raw coal was 998 million 
tons. During the first three years of “the 
10th five-year plan,” [2001-05] the annual 
15% increase in production of raw coal was 
not enough to satisfy demand...At the same 
time, China has become the world’s second 
largest consumer and importer of fuel after 
the United States. The rapidly increasing 
reliance on imported fuel has become a 
threat to China’s economic security. 

Second, it accelerates the deterioration 
of the environment. Overdevelopment of 
heavy industry accelerated the damage to 
already fragile ecosystems. This is threat- 
ening China’s basic manufacturing condi- 
tions and living environment... 

Third, it tends to undermine efforts at 
technology innovation and upgrading of 
products. Under the policies that priori- 
tize heavy industries and undervalue 
fresh water, energy, capital and labor, en- 
terprises are satisfied with merely in- 
creasing their production of low 
value-added and low-profit products by 
relying on the distorted production costs, 
instead of focusing on technology innova- 
tion and product upgrading under the 
pressure of market competition. This will 
cause severe harm to China’s industrial 
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development over time. 

Fourth, this increases the difficulty of 
solving the unemployment problem. There 
are over 150 million redundant workers in 
China’s countryside who need to move into 
non-agricultural industries in towns and 
cities, where there are already more than 15 
million new workers every year. Therefore, 
increasing jobs is an important objective for 
economic policies. Yet heavy industries that 
are resource- and capital-intensive have 
very low employment capacity... 

Fifth, overinvestment in heavy indus- 
try increases the risk of a financial crisis. 
To adeveloping country like China, capital 
is a very precious and scarce resources and 
must be highly treasured. Nevertheless, in 
the recent wave of investment in urban in- 
frastructure and heavy industries, not 
only enterprises but also government units 
at every level have used loans from com- 
mercial banks to finance their spending. 
To those familiar with this phenomenon, 
this is known as “borrowed growth.” Giv- 
en low investment efficiency, banks’ bad 
debts will increase very easily. When the 
economic cycle enters a downturn, poten- 
tial bad debts will also imperil the entire 
financial system. 

Currently, the index that reflects invest- 
ment efficiency in China, the incremental 
capital output ratio, has been high, and has 
already reached the high level of some of 
the Southeast Asian countries during the 
financial crisis of 1997. As Professor Paul 
Krugman of MIT pointed out, the model of 
investment-driven growth was an impor- 
tant cause of the Southeast Asian financial 
crash. This lesson remains fresh, and so we 
should redouble our vigilance. m= 
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Reviewed by MELANA ZYLA VICKERS 


HEN INDIAN-BORN HIGH-TECH 
W entrepreneur and philanthro- 
i pist Abraham George tried to 
deliver a container of U.S.-donated flour 
to a 300-pupil school he founded in Tam- 
il Nadu, an Indian port official blocked it 
because it came from a foreign Christian 
group and because Mr. George refused to 
pay a hefty bribe. The 40-ton container 
sat on the docks for days incurring port 
charges while Mr. George tried to get it 
through customs. After several unsuccess- 
ful rounds with various bureaucrats, he 
gave up and burned the whole shipment. 
It wasn’t the George Foundation found- 
er’s first encounter with corruption and 
abuse in government. After completing 
construction of the school for “untouch- 
able” children, Mr. George invited the 
Tamil Nadu state governor to the official 
opening. Unhappy to oblige, the gover- 
nor showed up with 250 police and some 


= Ms. Vickers is a columnist for TechCentral- 
Station.com and a former assistant editor of the 
REVIEW. She is completing a terrorism thriller 
set in Southeast Asia, The Strait. 


20 cars, and insisted that the little school 
feed her whole entourage. Meanwhile, a 
district tax subcollector demanded to be 
seated at the official podium, as did the 
deputy director general of police. Mr. 
George couldn’t accommodate them, as 
the subcollector’s boss and other officials 
were already seated there. Soon after the 
event, the subcollector “dispatched some 
officials to tear down our border fence. 
She also instructed her staff to break up 
the access road...that we had improved at 
considerable cost.” Other miffed officials 
ensured that the school got “little or no co- 
operation...in public services like electric- 
ity, telephone and road repair.” 

Other eye openers abound in India 
Untouched. The poverty from which Mr. 
George’s school selects its pupils is no idyll 
ofrural life: Alcoholism is endemic, and he 
hints not too subtly that incestuous sexual 
abuse is common. What’s more, the igno- 
rance of the adults makes them suspicious 
of any opportunities for their children— 
they stick with what they know. That’s not . 
surprising, as it seems the global informa- 
tion revolution has reached the Hindu vil- 
lage level, filling people’s nightmares with 
visions of Westerners who steal bodily or- 
gans, Christians who engage in forced con- 
versions, and combinations of the two. 

After a steep learning curve for him and 
the villagers, the philanthropist did succeed 
in recruiting students, and has his school 
and other charitable projects in place. He is 
churning out not only computer- and math- 
literate graduates from a social class that 
has few prospects in India, but he is also 
helping to provide health care to impover- 
ished families with the help of computers 
that do medical diagnoses remotely. 
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It’s an impressive tale, but reading India 
Untouched is alittle like trying to eat a piece 
of papaya after you’ve dropped itin the sand: 
The juicy anecdotes are surrounded by de- 
bris—far more debris than fruit, ultimately. 
Mr. George, despite blaming the problems 
he sees in education and health care on a 
government run amok, seems devoted to 
government paternalism. “Only through a 
determined and sustainable effort by the 
government...can the social and economic 
problems...be effectively tackled.” He goes 
on for pages, chapters even, about gobble- 
dygook policy ideas—“the three M’s: man- 
date, management and mobilization”—he 
evidently picked up in his double life as a 
New York University academic. 
swers that go beyond tinkering 

with government and the famil- 
iar “private-public partnership” argument 
would be better off picking up Deepening 
Democracy by high-octane feminist col- 
umnist Madhu Kishwar. If ever there was 
evidence that women’s activists have final- 
ly broken free of the socialist mold, this is 
it. In the tradition of Hernando de Soto, 
Ms. Kishwar supplies both the urban and 
rural poor with an armory of free-market 
arguments to support their cause. 

She rolls up her sleeves and gets involved 
with them, too. When a cycle-rickshaw 
puller from New Delhi had his secondhand 
rickshaw—his only substantive piece of pri- 
vate property in the world—unfairly seized 
by thugs in the licensing bureaucracy, Ms. 
Kishwar and her colleagues at Manushi 
magazine raided the yard where it was be- 
ing held, recording the events on video. She 
then used the incident to illustrate how of- 
ficials at the Municipal Corporation of Del- 
hiuse anet of unreasonable restrictions on 


the drivers to extort bribes from them. 
For instance, an owner must drive his 
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own vehicle, so owners of fleets must bribe 
officials for licenses under fictitious names. 
‘Also, parts of the city are forbidden to rick- 
shaw drivers, including one road that is the 
only access point from a part of the city that 
is home to thousands of drivers. The bu- 
reaucracy and police can thus extort money 
from the road-crossing drivers every day. 

When Atal Bihari Vajpayee, then prime 
minister of India, read about Ms. Kishwar’s 
campaign, he intervened with a proposal 
for licensing reforms in both the rickshaw 
sector and for street vendors, another group 
of entrepreneurs and poor workers whose 
suffering from wrongheaded regulations 
she documents. Ms. Kishwar describes the 
Vajpayee intervention as “the first serious 
attempt in India to extend the reach of eco- 
nomic reforms to the self-employed poor in 
India and free their livelihoods from need- 
less and harmful bureaucratic controls.” 
(Alas, she doesn’t say whether the reforms 
were ever implemented.) 

Ms. Kishwar also wages war on behalf of 
farmers, gum pickers, leaf pickers and oth- 
er groups of rural poor, advocating an end 
to subsidies, development programs, fixed 
prices, licenses and intraregional trade re- 
strictions. She calls for the Indian bureau- 
cracy to be cut to one-tenth of its current 
size, with the remaining employees devot- 
ing themselves to water, electricity, road 
and telecom construction. She’d like to 
see India’s large military deployed in this 
work, so as to get the infrastructure built 
even faster. 

And she doesn’t stop there. She blames 
the reform paralysis partly on India’s most 
powerful Ncos: 


Their leaders are far better known in inter- 
national and diplomatic circles than in the 
cities or neighborhoods in which they say 
they are working; they wax eloquent decry- 
ing India’s poverty in international con- 
ferences but you will seldom, if ever, meet 
their leaders in the villages or slums of In- 
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dia unless they are on paid assignments 
with handsome per diem allowances...You 
can recognize these NGOs by their stereo- 
typed pseudo-Leftist Third World rhetoric 
about the evil conspiracies of the capital- 
ist/imperialist West even while their own 
livelihood, globetrotting and lobbying ac- 
tivities are more often than not dependent 
on Western aid agencies. 


These NGos support the state-centered, 
antireform, antitrade-liberalization status 
quo at the bidding of their backers, multi- 
national organizations that are themselves 
staffed with state bureaucrats. 

What makes Ms. Kishwar’s book so 
readable is her powerful writing and her 
fantastic, grassroots reporting. For in- 
stance, she argues that local-language ed- 
ucation would open up economic doors for 
India’s poor, because they have zero access 
to the English-language training that’s re- 
quired for so many jobs. Instinctively, this 
reviewer didn’t agree that local-language 
education would be superior to universal 
English. That is until Ms. Kishwar went on 
to argue that English-language training is a 
pretension of India’s entrenched elites and 
is laughable anyway, as she shows in several 
examples of unintelligible documents. 

To wit, a letter to Ms. Kishwar from 
an NGO official: “Yours consolidary and 
collaboration may kindly be solution.” Or 
these findings by a lawyer in a murder case: 
“My husband’s sister Lands of aggiculture 
lands buying try to Arunachalam. But my 
husband overtake same Land buying my 
husband another sister’s husband for 9 
months.” 

Whether Ms. Kishwar is talking about 
English or about rickshaws, she succeeds in 
poking such holes in the status quo that her 
propositions for change cannot be ignored. 
Her proposals would be good medicine not 
only for India but for economies across Asia 
and the globe. The sooner she gets a bigger 
platform for her views, the better. 





EDGE OF EMPIRES: CHINESE ELITES 
AND BRITISH COLONIALS 
IN HONG KONG 
by John M. Carroll 
Harvard University Press, 274 pages, 
$39.95 
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Reviewed by JONATHAN FENBY 


HATEVER THEIR OTHER dif- 
W ferences, Chinese Communists, 

Nationalists and late imperial 
mandarins could all agree on one thing— 
the iniquity of the foreign concessions 
granted by the late Qing emperors. Over- 
turning the “unequal treaties” and re- 
claiming the lost territory for China was 
seen as essential to restoring the nation’s 
dignity and standing. 

However, while the affront the foreign 
concessions and colonies presented to Chi- 
nese nationalism is self-evident, this is 
only the negative part of the story. To take 
the outstanding counterexample, the set- 
tlements in Shanghai provided China ma- 
terial advances, urban facilities, legal and 
commercial systems, and a channel to the 
rest of the world which was in stark con- 
trast to most of the country. Though for- 
eigners ruled, they provided fertile ground 
for the modernization of Chinese busi- 
ness and a haven for free thought—how- 
ever strident his nationalism, Sun Yat-sen 
chose to live in the Rue Molière in Shang- 
hai’s French Concession. 

Nowhere was the benefit of foreign rule 
more apparent than in Hong Kong where 
at least some of the local Chinese leaders 
did not follow the process of automatical- 
ly applying blame for China’s woes to the 
foreigners. Yet, as John M. Carroll notes 
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Hong Kong’s separate identity has never meant hostility 


toward the mainland. 





at the start of his excellent book, history 
has largely ignored this community and 
its heritage. Historians of China found it 
hard to fit Hong Kong into their scheme. 
British historiography, meanwhile “usu- 
ally consisted of hagiographical works 
stressing the roles of various British gover- 
nors and civil servants, practically ignor- 
ing the Chinese.” Nor did Chinese Marxist 
scholars pay much attention to those who 
were usually dismissed as “running dogs” 
of imperialism in a territory portrayed as 
no more than a base for the West’s loot- 
ing of China. 

Mr. Carroll emphatically puts this right. 
By highlighting prominent figures in the 
Chinese community, such as the late 19th 
century reformer Ho Kai who saw no dif- 
ference between what was good for Hong 
Kong and what was good for China, he 
shows how Hong Kong’s colonial nature 
made it a breeding ground for a Chinese 
elite that could not have existed on the 
mainland itself. Sometimes, this elite op- 
erated on a self-contained basis; on other 
occasions, such as the great strike-boycott 
of 1925-26 that spread upriver to Canton, it 
allied itself with the colonial authorities. 

Its members acknowledged the bene- 
fits of British rule, but also pointed to the 
overwhelming Chinese population and its 
contribution. “We therefore must agree,” 
said one, Chow Shouson, “that the Chi- 
nese have contributed to and received a 
fair share from Hong Kong’s prosperity.” 
Another business leader in the first half of 
the 20th century, Ip Lan Chuen, noted in 
1941 that all aspects of life in the colony 
were connected to the Chinese. 

As Philip Snow illustrated in his equally 
striking book on the Japanese occupation, 
The Fall of Hong Kong, the existence of this 
class and the decisions it made at a time 


of crisis provided a rehearsal for the han- 
dover half a century later. The inflow of 
refugees, particularly businessmen from 
Shanghai, as the Communists took power 
in 1949 was a major factor in giving Hong 
Kong an identity of its own, fundamental- 
ly Chinese and yet not of the mainland— 
though it was all too easily overlooked by 
Beijing and London when the colony re- 
verted to Chinese sovereignty in 1997. 

This separate identity has never meant 
hostility toward the mainland. In the past, 
as now, Hong Kong’s people wanted the 
rest of China to do as well as possible. But 
history, and what they have made of it, sets 
them apart. As a result, they have been able 
to play a role for China which mainland- 
ers could not have assumed. Mr. Carroll’s 
examples reach back to the 19th and early 
20th century, but his thesis has been abun- 
dantly borne out more recently by the way 
in which Hong Kong and its business elite 
have acted as achannel for investment and 
expertise to fuel mainland growth. 

Under British rule but with its own lo- 
cal business class, Hong Kong saw what 
Mr. Carroll calls “the meeting of two 
world systems that were related but dis- 
tinct, changing the island’s basic reason 
for being and allowing the realization of 
anew historical line of development.” For 
most of its inhabitants Hong Kong was— 
and is—not the romanticized “borrowed 
place on borrowed time” propagated by 
some writers, but a permanent home. 
Even if the Chinese and British communi- 
ties kept largely apart, they each regarded 
themselves, as Mr. Carroll puts it, as “hav- 
ing transformed their Hong Kong from a 
barren rock into a thriving metropolis.” 
For the Chinese inhabitants, it was, in the 
words of one of the chapter titles of this 
book, “A Place of Their Own.” 
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Though this book is primarily historical, 
it has great relevance for the Hong Kong of 
today—particularly since Mr. Carroll joins 
those who see 1997 as a “recolonization” by 
a different master. “The new cadres coming 
down from Beijing,” he writes, “are remi- 
niscent of the early British administrators 
in the 1880s, with their own language, their 
own clubs, and their own condescending 
attitudes towards their new subjects.” Ex- 
cept, one might interject, London did not 
present the kind of challenge to Hong Kong 
which Shanghai does. There was no need of 
acommon economic zone with Manchester 
as there is with Guangzhou. 

Still, Hong Kong has a sting in its tail 
inherited from its colonial era. Despite the 
economic problems it experienced after 
the handover, it is economically and politi- 
cally more advanced than the mainland. 
That is, in part, the legacy of colonialism, 
but it is also the fruit of the development 
of the local elite, as this book repeatedly 
demonstrates. Whether that elite will have 
the confidence to maintain the distance 
from the mainland that has been central 
to its strength is one of the major questions 
for this Special Administrative Region of 
the People’s Republic of China. 

This book may also provoke parallel 
thoughts about overseas Chinese com- 
munities, their history in the former colo- 
nies of Southeast Asia and their role in the 
mainland—from their support for Sun Yat- 
sen’s anti-imperial movements in the early 
20th century to their part in channeling 
investment to the mainland over the last 
quarter of acentury. Underlying this is the 
question of what it means to be Chinese— 
and the difference between an entrepre- 
neur seeking his fortune in Sichuan and 
his counterpart in Hong Kong, Singapore 
or the Chinese communities in Malaysia or 
Indonesia. Equally, how China embraces 
the benefits of the outside world remains 
a live issue, just as it was when the British 
grabbed Hong Kong and foreign conces- 
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sions sprouted in late Qing China. 

Such issues, for which Mr. Carroll’s 
book provides invaluable historical back- 
ground, often raise politically incor- 
rect—or, for the authorities in Beijing, 
troublesome—matters, going all the way 
to the questioning of the meaning of Han 
identity put forward recently by Professor 
Dru Gladney of the University of Hawaii. 
After the 1997 handover, the Shanghai- 
born Chief Executive Tung Chee Hwa hit 
one of his regular dud notes when he in- 
sisted that Hong Kong people should strive 
to be “more Chinese.” 

On the one hand, Hong Kong’s people 
were already thoroughly Chinese—and 
were less than charmed by Mr. Tung’s 
equation of “Chineseness” with kowtowing 
to Beijing. On the other, as reflected in the 
dismissive jokes about mainlanders which 
circulated at the time, how could they be 
expected to identify themselves with peo- 
ple from across the border who had been 
formed by such a radically different 20th 
century experience? In theory, a fourth- 
generation Hong Konger may be a son or 
daughter of the Yellow Emperor, but what 
does he or she have in common with some- 
one from Shandong or Shanxi provinces? 

Remarks one sometimes heard after the 
handover about things having been better 
under the British did not denote nostal- 
gia for colonialism as such, but a recogni- 
tion that the space accorded to Hong Kong 
Chinese since the Opium Wars was better 
protected by a democratic government on 
the other side of the world than by Commu- 
nist bureaucrats in the national capital. As 
alocal policeman’s son who epitomizes the 
Hong Kong ethos and rose to the top under 
the British civil service system before mov- 
ing seamlessly into Beijing’s good books, the 
new Chief Executive Donald Tsang looks 
better placed to build on the former colo- 
ny’s special identity rather than dismissing 
the uniquely valuable inheritance of the co- 
lonial era highlighted in this book. 
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HOLLOWED BY TERMITES? DEFENCE 
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MANTRAS OF CHANGE: 
REPORTING INDIA IN A TIME OF FLUX 
By Daniel Lak 
Penguin Books India, 272 pages, Rs 375 
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Reviewed by SADANAND DHUME 


OU CAN’T BLAME Indians for feel- 
ing giddily self-confident these 

days. The stock market is boom- 
ing. Thomas Friedman can’t seem to write 
a column without using the word Banga- 
lore. A much ballyhooed report by the 
U.S. National Intelligence Council marks 
India—along with China—as an emerging 
global power. Indian newspapers breath- 
lessly follow Bollywood star Aishwarya 
Rai, dubbed the most beautiful woman in 
the world, to Cannes, to the Oprah Win- 
frey Show, to David Letterman. A recent 
headline in the Indian Express captured 
this new bullishness perfectly: “In Unocal 
bid, China leaps ahead of India.” 

Against this backdrop, tworecent books 
help us assess India’s march toward great 
power status in a more sober light. Arun 
Shourie, a prolific former journalist and 
cabinet minister in the Bharatiya Janata 
Party-led government voted out last year, 
turns his attention to the threats, both 
near term and long term, facing India. 
The tree in the book’s title is India. The 
iron fence refers to the armed forces. The 
termites: Pakistan-backed jihadi terror- 
ists, scheming communists in Beijing and 
aruling class in India that has grown flac- 
cid and corrupt. 
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Mr. Shourie’s immediate concern is 
Pakistan, for which he has about as much 
affection as the average New Yorker has for 
al Qaeda. Mr. Shourie vitally points out that 
India has been battling terrorism long be- 
fore it became a fashionable international 
concern. Over the past 20 years, this home- 
grown war on terror has claimed 64,000 
lives, mostly in Punjab, Kashmir and the 
northeast. Insurgencies of one kind or an- 
other—Islamist, left wing or ethnic—con- 
tinue to occupy 220 districts, or between 
40% and 45% of Indian territory. 

Much of the blame lies at the door of 
Pakistan (in Shourie-speak, “a bucket of 
hate” and a “university of terrorists”). It 
shelters known mobsters and terrorists, 
including Dawood Ibrahim, the man be- 
hind a series of explosions in Bombay in 
1993. It backs a plethora of jihadist groups 
in Indian Kashmir. Its military intelligence 
agency, the ISI, has penetrated madras- 
sas (Islamic boarding schools) on India’s 
borders with both Nepal and Bangladesh. 
As Mr. Shourie sees it, Pakistan exists for 
only one purpose, “to break India.” 

From Pakistan, Mr. Shourie turns his 
attention eastwards to India’s other large 
neighbor: China. Here he detects a long- 
term Chinese strategy to contain India, 
preventing it from breaking out of a re- 
gional straitjacket and fulfilling its global 
ambitions. The elements of this strategy in- 
clude the well-documented Chinese role in 
supplying Pakistan with nuclear and mis- 
sile technology, the naval base being built 
by the Chinese in Gwadar in the Pakistani 
province of Balochistan, Beijing’s concert- 
ed and largely successful campaign to turn 
Myanmar into a dependency, the “Sinifica- 
tion” and militarization of Tibet, and grow- 
ing ties between the People’s Liberation 
Army and the Bangladeshi military. 

This attempt by China’s unelected lead- 
ership to encircle democratic India shows 
no sign of abating. Indeed, Mr. Shourie 
believes the threat will only deepen. The 
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growing economic and military gap be- 
tween the two countries, India’s nuisance 
value as a potential U.S. ally in the region, 
and long-standing territorial disputes in 
Tibet, Aksai Chin and the Indian state of 
Arunachal Pradesh, all provide Beijing with 
a rationale for opposing Indian interests. 

For all his hatred of Pakistan and sus- 
picion of China, Mr. Shourie reserves his 
greatest scorn for India itself, or rather for 

- the country’s political class. India suffers 
from what Mr. Shourie calls “the paraly- 
sis, and perversion, of institution after in- 
stitution.” He points to the deterioration 
of the quality of persons in public life. 
State legislatures, and to a lesser degree 
even parliament, are packed with hood- 
lums. The bureaucracy inherited from 
the British, once the famous “iron frame” 
whose efficiency and incorruptibility set 
India apart from the rest of the colonial 
world, is now riddled with time-servers 
and crooks. It stifles progress in an endless 
maze of task forces, committees and joint 
councils. In the populous northern states 
of Uttar Pradesh and Bihar, among India’s 
worst governed, government positions are 
routinely auctioned to the highest bidder 
based on their moneymaking potential. 

Mr. Shourie’s book is not an easy read. 
His arguments are essentially sound, if re- 
ductionist to the point of caricature, but the 
tone is shrill. Added to this is a curious dis- 
regard for his reader. Mr. Shourie serves up 
page after page of undigested documenta- 
tion—letters home from Pakistani jihadists 
in India; verbatim reproductions of militant 
speeches in Lahore; a stream of Pakistaniyat 
(Pakistan studies) lifted from school text- 
books; page after page of speeches by Deng 
Xiaoping; extracts from Sun Tzu’s The Art 
of War; he even manages to disinter chunks 
of the Cox Report on China. 

In the end, this barrage of detail makes 
Mr. Shourie’s prose about as impenetra- 
ble as one of those shadowy Chinese mili- 
tary-linked companies we're all supposed 





to worry about. It’s a pity. With the help of 
a skilled editor, this book might have been 
half as long and twice as effective. 


N INDIA, FOREIGN correspon- 
dents who work for British or- 
S ganizations are generally held in 
higher regard than their American coun- 
terparts. They are more likely than Ameri- 
cans to know their Hindu from their Hindi, 
and they have the advantage of writing for 
areadership with a greater understanding 
of and appetite for Indian news. But even 
within this small group, the Bsc, heir to 
the legacy of the legendary Sir Mark Tully, 
stands apart. So it’s hard to blame readers 
for having high expectations of Mantras of 
Change, former BBC South Asia correspon- 
dent Daniel Lak’s new book. 

Mr. Lak’s own expectations are far 
from lofty. “I want this book—in a some- 
what meandering and anecdotal way—to 
be an attempt to show that all of these 
points of view (Nehruvians, Hindu nation- 
alists, foreign scholars et al.) neglect one 
crucial thing about India: the constant and 
prolonged state of social and economic fer- 
ment that is forever changing the face of 
Indian society.” 

The best one can say about Mr. Lak’s 
book is that he achieves his modest ambi- 
tion. In a bland and chatty tone, not unlike 
an earnest BBC documentary, he uses a se- 
ries of essays to take the reader across In- 
dia. For the most part, he sticks to the usual 
places—Kashmir, the erotic carvings of 
Khajuraho, the gleaming Bangalore head- 
quarters of software giant Infosys, and the 
office of N. Chandrababu Naidu, the lap- 
top-toting former chief minister of Andhra 
Pradesh. Only rarely does Mr. Lak venture 
into slightly less well-trodden territory, fol- 
lowing a rat catcher in Bombay, and sitting 
in on an aspiring model’s photo shoot. 

Mr. Lak looks within India’s borders 
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For Mr. Shourie, much of the blame falls on Pakistan, a state 


he calls “a bucket of hate” and a “univeristy of terrorists.” 





for its most pressing problems. He points 
out the growing gap between the relatively 
rich and well-governed states of the south 
and west with the chaotic and poverty- 
stricken ones of the north and east. Like 
Mr. Shourie, he bemoans the corruption 
and lack of governance in India’s worst- 
run states, not surprisingly also the ones 
with the lowest female literacy and the 
highest rates of population growth. 

Yet on the whole, Mr. Lak is an un- 
abashed optimist. One detects more than 
a whiff of wishful thinking in his belief— 
unsupported by a shred of evidence—that 
the pressure of change will force India’s 
“recalcitrant political clowns, caste war- 
riors and habitual criminals” to become 
“serious administrators.” (Mr. Naidu of 
Andhra Pradesh, the poster boy of Indi- 
an reform, lost last year’s elections to an 
old-fashioned populist who promised free 
electricity and job quotas for Muslims.) 
Even more curiously, Mr. Lak appears to 
believe that the world will become “more 
Indian,” and that India is poised to replace 
Europe as arunner-up to the U.S. in man- 
ufacturing the world’s dreams and shap- 
ing its cultural longings. You can almost 
see the producers of Crouching Tiger, Hid- 
den Dragon and the planners of the Beijing 
Olympics exchanging puzzled glances. 

What then to make of all the hype? It 
depends on the point of comparison. Mea- 
sured against its own past, especially the 
two decades lost to Indira Gandhi's social- 
ism, India has never done better. It has a 
vast and growing middle class and hous- 
es a clutch of world-class companies. But 
once you begin comparing its economic 
heft with China’s, India begins to look less 
like the sand-kicking bully at the beach 
and more like the 98-pound weakling. As 
Mr. Shourie documents, China’s per capita 
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income is double India’s, and still growing 
at a faster rate. China produces more than 
six times as much steel as India, and con- 
sumes nearly four times as much power. 
India’s foreign-exchange reserves may be 
at an all-time high, but they are less than 
one-fifth of China’s $711 billion. 

But it’s not merely a question of raw in- 
dustrial and financial might. India remains 
the only country with global ambitions 
that cannot claim a single world-class city 
to compare with Bangkok or Kuala Lum- 
pur, let alone Shanghai or New York. (A re- 
cent attempt to clear Bombay’s slums was 
quickly shot down by local politicians.) In- 
dia is the only candidate for a permanent 
seat on the United Nations Security Coun- 
cil where in large parts of the country a 
rapist or a murderer stands better odds of 
being elected to public office than a teach- 
er or a doctor. It is the only one where a 
much smaller neighbor can get away with 
fomenting an insurgency—“cross-border 
terrorism” is the preferred phrase in New 
Delhi—without ever fearing retaliation. 
It’s the only one where basic infrastruc- 
ture—roads, ports, power—often resem- 
bles sub-Saharan Africa more than it does 
East Asia. 

This is not to suggest that things aren’t 
getting better—a sustained 6% to 7% 
growth rate is not to be scoffed at. And 
India’s sheer size—in terms of population 
the equivalent of about 50 Malaysias, or 
more than four Indonesias—makes even 
modest gains significant enough to ripple 
across the region and the world. If things 
continue to improve at their present pace, 
50 years from now India will be a reason- 
ably well-off middle-rank power. That’s 
when the Indian papers will gush about 
Bollywood actresses being invited to ap- 
pear on Chinese television. 
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DEMYSTIFYING NORTH KOREA 
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ROGUE REGIME: KIM JONG IL AND THE 
LOOMING THREAT OF NORTH KOREA 
by Jasper Becker 
Oxford University Press, 300 pages, $28 
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Reviewed by Davip C. KANG 


IM JONG IL clings to a confronta- 
K tional stance with the rest of the 

world, refusing to dismantle his 
nuclear-weapons program despite with- 
ering pressure from the U.S., and indeed 
the rest of the world. A nuclear-armed 
North Korea threatens the entire region, 
and given its record of selling convention- 
al weapons to Libya and Iraq, might even 
sell nuclear materials to terrorist groups 
which will use them against the United 
States. However, three years after the 
“October surprise” of 2002 that revealed 
a second nuclear-weapons program in 
North Korea, and more than a decade af- 
ter the first nuclear crisis of 1993-94, the 
standoff remains essentially unchanged. 
The U.S. calls for the North to unilaterally 
disarm before any concessions are made, 
and the North calls on the U.S. to provide 
it extensive security guarantees before it 
disarms. 

In this highly politicized environment, 
where there are no clear answers and even 
less information about North Korea itself, 
a number of books have appeared that 
purport to explain this infamous country. 
These books generally focus on one of two 
areas: either policy analyses focused spe- 
cifically on the nuclear issue, or studies that 
attempt to explore and explain the country 
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itself. These two books cover roughly the 
same territory: a history of the Kim dynas- 
ty over the past 50 years, speculation about 
the lifestyle and personality of the current 
leader, Kim Jong II, and a selective explo- 
ration of life inside North Korea, covering 
issues such as the economy and the famine 
of the 1995-97, the penal system, the organi- 
zation of the government and military, ref- 
ugees, and of course North Korea’s nuclear 
program. Both books end with a chapter as- 
sessing the current situation. 

Focused as they are on informing the 
larger public about North Korea, the main 
question about books like these is to assess 
how accurate they are. On this measure 
both are generally accurate in describing 
the broad contours of North Korea and 
the Kim dynasty. Both show in vivid de- 
tail that North Korea is one of the most 
repressive countries in the world today. 
Its leadership—and Kim Jong Il in partic- 
ular—enjoys a life of luxury, while the vast 
majority of its citizens eke out a living in 
miserable conditions. The economy is so 
mismanaged that fears of another famine 
like the one that devastated the country 
in the mid-1990s are an annual concern. 
Its human-rights record is abysmal, with 
political repression so thorough that hun- 
dreds of thousands of its own citizens are 
locked up in an appallingly brutal penal 
system. Both authors also agree that the 
North Korean regime is unlikely to col- 
lapse any time soon, and that despite the 
existence of more internal dissent than 
has been previously recognized, the lead- 
ership remains firmly in control. 

Despite their similarities, however, the 
pairing of these two books also provides an 
instructive contrast: Although both cover 
roughly the same ground, Mr. Lintner’s 
book is clearly the more balanced and bet- 
ter researched of the two. He critically uses 
a wide array of sources in an attempt to 
best use the limited information available 
to accurately evaluate the issues surround- 








FAR EASTERN ECONOMIC REVIEW «= July 2005 





— I 


io 


o o e 





ing the Kim regime and life inside North 
Korea. Mr. Lintner’s discussion of the roles 
and politics of the military and bureaucra- 
cy is particularly nuanced and insightful, 
while his discussion of the economy and 
famine is thorough and careful. 

In contrast, Mr. Becker takes at face 
value the most extreme descriptions of 
North Korea, usually relying on sourc- 

_es that are predisposed to have a biased 
agenda. For example, he accepts uncriti- 
cally the widely discounted estimate of 
three million to four million famine deaths 
in the late 1990s, and his discussion of the 
North Korean economy ends in 1999—ig- 
noring the last five years, during which 
rapid and important changes began to oc- 
cur in North Korea’s domestic econom- 
ic institutions. Although most of us are 
skeptical about the causes, durability and 
ultimate intention of the 2002 economic 
reforms, to avoid any discussion of them 
is more than a minor oversight. Without 
any discussion of these events, his book is 
already outdated and provides little guid- 
ance to understanding the current situa- 
tion in North Korea. 

However, what both books make abun- 
dantly clear is that the North Korean 
people are the victims of an odious and 
repressive regime, and are the ones who 
suffer most directly from the regime’s 


failed domestic and foreign policies. Both - 


authors also make clear that in those few 
moments when the people of North Korea 
do have the chance to express themselves, 
they are vibrant, warm-hearted and gen- 
erous. That 20 million people live under 
such abusive conditions is truly an outrage 
by itself, even if North Korea did not pose 
a problem for the rest of the world. 
Ultimately, any book about North Ko- 
rea leads back to the same question: What 
do we do about it? With the next round of 
six-party talks (involving China, the U.S., 
both Koreas, Japan, and Russia) scheduled 
for late July, there is growing optimism 
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among some that a negotiated solution can 
be found. However, if these talks continue 
to be unsuccessful, both books make clear 
that there are no good alternatives. The au- 
thors show that using force to change the 
leadership in North Korea is an enormous 
gamble that could easily end up killing a 
million people or more, devastate econo- 
mies throughout the region, and bring the 
U.S. and China to the brink of conflict. 

Engaging the North economically will 
probably not induce change either, un- 
less accompanied by significant political 
change at the highest levels. It is also un- 
likely that emphasizing human rights will 
force the North Korean regime to modify 
its ways, given the regime’s brutal meth- 
ods for controlling its citizens and its 
indifference to external pressure. Unfor- 
tunately, North Korea remains a problem 
precisely because the range of policy op- 
tions available to the U.S. and its allies is 
wafer thin. 


THE ASIAN MYSTIQUE: 
DRAGON LADIES, GEISHA GIRLS, & OUR 
FANTASIES OF THE EXOTIC ORIENT 
by Sheridan Prasso 
Public Affairs Press, 437 pages, $27.95 


we 


Reviewed by CHING-FANG Hu 


Western writer can still write a 

420-page book titled The Asian 
Mystique in which Asia is depicted as 
nothing but a reflection of Western male 
sexual fantasies, or, to be more accurate, as 
the female object of Western male desire. 
If what Ms. Prasso observes is true, and 


ji T IS SURPRISING that in 2005 a 





=- Ms. Hu is a writer and cultural critic based in 
Hong Kong. Her book of Asian women’s stories, 
She, was published in 2001. Her new book, The 
Office, will be published this year. 
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most of it probably is, the American under- 
standing of Asia hasn’t progressed much 
since Edward Said’s 1978 landmark work, 
Orientalism, or David H. Hwang’s clever 
play, M. Butterfly, from 1988. 

Employed as a senior editor and corre- 
spondent for various mainstream Western 
media organizations, Ms. Prasso lived in 
Asia and has been writing about the re- 
gion for more than 15 years. This journey 
saw her grow from a wide-eyed student of 
Asian society, prone to mistaking the calls 
of street vendors for mysterious religious 
rituals, to a more sophisticated, and occa- 
sionally cynical, cultural critic. Her book 
is a piece of journalism with academic am- 
bitions, mixing intellectual argument with 
subjective observations arising from per- 
sonal encounters. 

From Thailand, the Philippines, Hong 
Kong, Taiwan to Japan, it seems that 
Asia still offers nothing more appealing 
to Western eyes than her women. That’s 
where the Asian mystique begins: White 
men come to Asia for a good time, and Asia 
produces women to serve their fantasies. 
Asian women, according to Ms. Prasso’s 
observations, are keen to fall for West- 
ern men because of their passports, pe- 
nis size and wealth. As objects of desire, 
Asian women understand what Western- 
ers want, so they also purposely cultivate 
such a mystique. They are not shy to sell 
their sexual charms to Western men in 
bars, clubs, on airplanes and even in tour- 
ism advertising for their countries, all of 
- which is more or less accurate. 

However, one can’t help wondering: 
Doesn’t sex help to sell everything in to- 
day’s modern capitalist world? This gold- 
en rule applies to Hollywood movies, 
fashion, technology, real estate, even art. 
The female body may help a Thai girl se- 
cure marriage to a Westerner as well as 
increase the sales of a “lads’ magazine” in 
the streets of London. From this perspec- 
tive, a universal phenomenon takes on a 











peculiarly Asian appearance that it may 
not necessarily deserve. 

The gap between a Filipino woman liv- 
ing in Manila and a Caucasian man liv- 
ing in New York may also be cultural, but 
it is mostly economical. That women in 
Third World countries would like to im- 
prove their lives through marriage is not 
news; it also happens in Eastern Europe, 
Latin America, and Africa. Within these 
societies, and even within Western ones, 
many women of lower economic status 
adopt similar strategies of “marrying up.” 
The focus on Asia here suggests that this 
phenomenon is regionally specific, which 
is not the case. 

It is disturbing to note that Western ob- 
servers, be they cultural analysts such as 
Ms. Prasso or her readers, tend to be inter- 
ested only in a certain type of Asian wom- 
an and her sexuality. Best-selling books 
by Chinese writers popular in the West 
are, for example, often memoirs of sexual 
exploits with titles like Shanghai Baby or 
Beijing Doll. The people responsible for the 
popularity of these books in the West are 
not only the Asian women writers them- 
selves but their Western editors and pub- 
lishers. I suppose using such works to judge 
Asian societies could be a valid analytical 
technique—one may read Jane Austen to 
analyze 18th century England or one may 
take the movie Basic Instinct as a window 
into late 20th century America—but the 
approach is not a particularly helpful one 
if the focus on sexuality is exclusive and 
unrelenting. Most cultural artifacts can re- 
veal a certain truth about the societies in 
which they were created, but one also feels 
they need to be put into a larger context for 
their full meaning to be revealed. 

Somehow in Ms. Prasso’s book, amidst 
all the descriptions of lust, power and 
money, white women are missing. There 
is one exception, however, when she brief- 
ly discusses Marguerite Duras’s elegant 
novel The Lover, which she says helped 
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create an “Asian mystique” in France. I 
disagree. Of all Western efforts to under- 
stand an “Asian mystique,” Ms. Duras’s 
works stand out as the most honest, calm, 
beautiful and precise—because she wrote 
before she judged. Ms. Duras did not have 
an agenda to prove, and she wrote from 
personal experience, with sympathy. 


CHINA’S URBAN TRANSITION 
by John Friedmann 
University of Minnesota Press, 
200 pages, $18.95 


Aw 


Reviewed by DANIEL ELSEA 


HE PRITZKER ARCHITECTURE 
Prize-winning Dutch architect 

Rem Koolhaas has proclaimed 
that “the Chinese architect is the most 
important in the world.” Mr. Koolhaas, 
designer of the much-anticipated cctv 
headquarters in Beijing, is certainly cor- 
rect in the sense that Chinese architects 
have many opportunities to grow thanks 
to a massive urban-planning and build- 
ing program that is the envy of their col- 
leagues elsewhere. However, some in the 
profession are so dazzled by this growth 
that they seem to believe that urban devel- 
opment is a novel event for China. 

John Friedmann, a professor emeri- 
tus at UCLA’s School of Public Policy and 
a noted scholar of urban studies, reminds 
us that China has a long history of admin- 
istering large cities with all of their com- 
plexities. It’s just that after a century in 
which China was mostly preoccupied with 


ox Mr. Elsea is a writer on architecture and city 
planning based in Beijing. 


China has always been a mobile society, which makes the 
mass migrations occuring now seem much less momentous. 






the concerns of rural peasants, the rest of 
the world has forgotten the fact that it was 
once acountry of great international cities 
including Chang’an (now Xi’an), Suzhou 
and Kaifeng. 

Drawing from a survey of recent sourc- 
es on contemporary Chinese urbanism, 
Mr. Friedmann traces the history of the 
Chinese city, highlighting an urban tra- 
dition that not only has ancient links, but 
also can provide significant fodder for out- 
side interest in the modern period before 
China’s opening. The author’s look at Chi- 
na’s past is refreshing given the current 
obsession with focusing on the country’s 
future potential. 

Much of the recent discussion in the in- 
ternational press on China’s urban tran- 
sition has focused on a perceived change 
in the physical representations of urban 
growth. In article after article, visiting 
journalists express awe at the perceived 
modernity of mainland China’s great cit- 
ies—Beijing, Shanghai, Guangzhou, et al. 
The glass and steel, skyscrapers, and pub- 
lic transportation are all seen as pleasant 
surprises to outsiders who grew up think- 
ing of China as a country concerned with 
grain supplies rather than light-rail sys- 
tems. Throughout, Mr. Friedmann high- 
lights that China is more than the few 
decades of Maoism, the Great Leap For- 
ward and Cultural Revolution that per- 
vade our notions of the country. While that 
period certainly had a great impact on the 
Chinese city, it must be seen with a longer 
trajectory. 

He also emphasizes the important dis- 
tinction between the city as it is known in 
China and in the West. In the West, the 
city is a “corporate entity,” as Mr. Friedma- 
nn puts it. Locally autonomous, often with 
its own peculiarities, the Western city has 
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more often than not been one of the build- 
ing blocks that came together to make up 
a greater whole, i.e., a nation-state, a cul- 
tural group or a society in general terms. 
The experiences of Greece, Italy and Ger- 
many (all once a collection of city-states), 
or of municipalities like London, Paris, 
Amsterdam or New York (which predat- 
ed the countries under whose jurisdiction 
they now fall) all support this thesis. 

In China, the opposite is true. Cities 
were long established as satellites of the 
imperial government, as administrative 
centers that carried on the work of the 
greater whole at the regional level. Mr. 
Friedmann notes that historically, ur- 
ban and rural spaces in China have been 
“mutually constitutive,” that the divide 
between the two was not so strong as it be- 
came post-1949, The city always played a 
central part in the lives of most Chinese. 

The hukou system, which ties Chinese 
citizens to their place of birth and has kept 
hundreds of millions out of urban areas, is 
a relatively new phenomenon. Its break- 
down in recent years is not the advent of 
something new for China, but merely a re- 
turn to old customs. One of the book’s most 
insightful conclusions is that China has al- 
ways been a mobile society, which makes 
the mass migrations occurring today seem 
much less earth-shattering. 

Using this as a basis for understanding 
Chinese urban culture, Mr. Friedmann 
looks at the tumult due to strident chang- 
es in economic policies, and ultimately the 
financial prospects of many Chinese. The 
changing nature of the Chinese popula- 
tion, which is best captured by the statis- 
tic that four out of every 10 Chinese now 
live in urban areas, is altering the face of 
the Chinese city. 

In the Maoist days, cities were drained 
of excess labor, and the danwei, or work 
unit, compounds, which removed a sense 
of vibrancy by taking people out of the 
streets, dominated what remained, Mr. 
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Friedmann notes. Interestingly, the dan- 
wei formula has some parallels to the 
courtyards ofimperial China. Nonetheless, 
as the market has opened up and certain 
restrictions have been removed, Chinese 
cities are undergoing a renaissance. 

While this much is obvious to most 
observers, Mr. Friedmann assesses the 
Chinese urban environment through an 
innovative lens. He spends a large portion 
of the book examining how new freedoms 
are shaping the way Chinese cities feel, and 
ultimately look. “Freedoms” does not refer 
to political rights, but rather to a changing 
climate at a personal level. People are eat- 
ing out more, families rent or own larger 
homes, there is greater autonomy between 
the generations, and a culture of leisure, 
nonexistent before the early 1980s, is now 
emerging. Often overlooked, these chang- 
es are having a great impact on the tenor 
of Chinese urban life. They are reflected 
in grandiose schemes for shopping malls, 
multi-use neighborhoods, stadiums and 
even the occasional cultural facility. 

One shortcoming of Mr. Friedmann’s 
analyses is that he sometimes uses Hong 
Kong as an example; this is questionable 
given that Hong Kong’s urban frame- 
works—and the civic institutions that 
underpin them—are alien to China. Orga- 
nizationally, its urbanity operates in a tra- 
dition that is fundamentally Anglo-Saxon, 
with the corresponding legal structure, 
political system and urban culture. 

Nevertheless, Mr. Friedmann is able to 
explain the current forces at play in city 
life, allowing him to credibly conclude 
witha long list of challenges that lie ahead 
for China’s cities. Many mistakes are being 
made and China’s urban leaders face for- 
midable tasks. Their cities are often devoid 
of character thanks to terrible preserva- 
tion practices, environmental conditions 
are appalling and only getting worse, mu- 
nicipal authorities must rely on business 
ventures of their own to raise revenue, 
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and in many places basic services still do 
not function well. As more and more Chi- 
nese move into the cities, these localized 
quality-of-life issues will likely come to 
the fore, which could pose unique politi- 
cal challenges for those in power. China’s 
mayors would be wise to take note. 


NETAJI SUBHAS CHANDRA BOSE: 
THE FORGOTTEN HERO 
directed by Shyam Benegal 
Sahara India, Hindi, 208 minutes 
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Reviewed by SALIL TRIPATHI 


N 1997, THE year India celebrat- 
ed 50 years of independence from 

the United Kingdom, another an- 
niversary went relatively unnoticed: the 
birth centenary of Subhas Chandra Bose, 
the revolutionary leader from Bengal. Bose 
tried to liberate India during World War II 
through an 80,000-strong Indian Nation- 
al Army, formed with Japanese assistance 
and made up mainly of Indian prisoners 
of war in Southeast Asia. Of all the stal- 
warts of India’s freedom movement, Bose 
is perhaps the most enigmatic and contro- 
versial. 

To Bose’s supporters, this neglect was 
part of a pattern: They believe that the long 
reign of the Congress Party—and the Neh- 
ru-Gandhi family in particular (between 
them, Jawaharlal Nehru, his daughter In- 
dira Gandhi, and her son Rajiv ruled India 
for 38 of India’s first 44 years)—has oblit- 
erated the contribution of other leaders. 

In 1998, things changed when a coali- 
tion led by the Hindu-nationalist Bharati- 
ya Janata Party came to power. This 


oe Mr. Tripathi, a former Singapore correspon- 
dent of the REVIEW, is a writer based in London. 
He is working on a novel set in Singapore which 
partly deals with Bose’s time there. 
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alliance ruled India for six years, during 
which not only did India formally become 
a nuclear power (although India had first 
tested a nuclear bomb in 1974) and sought 
a major international role, but it also ag- 
gressively pursued a domestic agenda of 
rewriting history, projecting historical 
figures who were more revolutionary and 
martial, rather than pacifist and nonvio- 
lent, like the Congress leaders. 

It was in such an environment that 


` Shyam Benegal, the distinguished Indi- 


an filmmaker, embarked on Netaji Subhas 
Chandra Bose: The Forgotten Hero. Despite 
its length, the film manages to duck con- 
troversies, preferring the safer option of 
a comic book version of Bose’s life that is 
more hagiography than critical biogra- 
phy. Calling Bose “forgotten,” in any case, 
is a misnomer. Bombay’s majestic water- 
front, once called the Queen’s Necklace, is 
named after him, as are other roads and 
stadiums in different parts of the country. 
In his native Bengal, he is worshipped like 
a deity. 

When a director of Mr. Benegal’s stat- 
ure took up filming Bose’s life, some Hin- 
du nationalists were delighted. If someone 
like Mr. Benegal showed Bose—the an- 
tithesis of Gandhi in some respects—in a 
favorable light, it would boost the nation- 
alists’ project of taking a fresh look at In- 
dian history and its leaders. The Bsp-led 
government was keen to project and resur- 
rect as “heroes” some Hindu nationalists 
who were controversial; Bose was differ- 
ent, an important mascot. He was of the 
Congress, and he had openly defied Gan- 
dhi, considering nonviolence insufficient 
and ineffective against the British. After 
breaking with Gandhi and escaping from 
a British jail, Bose traveled to Nazi Ger- 
many where he met Hitler and sought his 
support for India’s cause. 

However much Hindu nationalists try 
to gloss over it, the fact is that some of their 
early leaders were enamored of Nazism 
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and Fascism, even visiting Germany and 
Italy between the wars to “study” and “un- 
derstand” the new thinking in Europe. Bal 
Thackeray, the leader of the maverick Shiv 
Sena Party, powerful in western India, has 
openly admired Hitler, and called Bose 
the real hero of India’s freedom struggle. 
Many believe that had Bose succeeded, the 
Partition could have been averted, keeping 
India united. - 

What the Hindu nationalists didn’t 
seem to realize was that while Bose may 
have admired Hitler, his was a tactical 
move; on the more relevant question of 
Hindu-Muslim relations, Bose was as sec- 
ular as Gandhi and Nehru (as is Mr. Bene- 
gal’s own politics). When Bose was the 
chief executive of Calcutta in the 1920s, 
he made sure that Muslims were overrep- 
resented in the council so that they felt se- 
cure in a Hindu-majority society. 

In the INA he desegregated the com- 
munally divided mess, renamed regiments 
after India’s political leaders rather than 
communities. He made sure that the ar- 
my’s newspaper, Azad Hind Times, was 
printed in Hindustani language, a blend of 
Hindi and Urdu accessible to Hindus and 
Muslims, using the Roman script, which 


would not advantage Hindus, Muslims or. 


Sikhs, who all used different scripts for 
Hindi, Urdu and Punjabi. Bose believed 
in cementing over differences, not in ex- 
aggerating them. In the film, while Bose 
avoids saying “Heil Hitler” and refuses to 
give the red salute to a Communist friend, 
he readily offers the greeting “salaam alei- 
kum” to the Muslims he meets. 

Alas, such scenes are exceptions, and 
there is too little exploration of the com- 
plexities of Bose elsewhere in the film. Mr. 
~ Benegal takes the easy way out by sidestep- 
ping controversies and shortcomings, and 
exaggerating Bose’s role in some episodes. 
He offers little explanation for his curious- 
ly amoral choice of seeking Axis support. 
The great moral dilemma for Bose was 
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this: Was he justified in taking assistance 
from Imperial Japan and Nazi Germany, 
when Gandhi and other Congress leaders 
were in jail and Britain was engaged ina 
difficult war? 

The ina was in effect rejecting the lib- 
eral ethos of the Congress and its com- 
mitment to parliamentary democracy. 
Gandhi's genius lay in understanding the 
immense moral power of self-restraint; 
Bose’s vision was diametrically opposed 
to Gandhi’s, even though he called Gandhi 
“the father of the nation,” and Gandhi, in 
turn, called Bose “patriot of patriots.” 

Their divide became final in 1939, in 
Haripura, when Gandhi supported an- 
other candidate to replace Bose, who was 
seeking reelection as president of the Con- 
gress. Gandhi’s candidate lost, but his sup- 
porters stepped aside, paralyzing Bose’s 
ability to lead and forcing him to leave the 
party. Bose went to jail, and was kept un- 
der house arrest when he fell ill. Gandhi’s 
parting advice to Bose was: 


Do get well before going in for fireworks. 
Till one of us is converted to the other’s 
view, we must sail in different boats, 
though our destination may seem to ap- 
pear but only appear to be the same. 


Mr. Benegal begins the film soon after 
this parting of ways, taking us from Cal- 
cutta to Nazi Germany, via Afghanistan. 
The scenes in Central Asia are filmed 
beautifully, but the acting is stilted, with 
some notable exceptions, like Benegal reg- 
ulars Rajit Kapoor as Abid Hasan, Bose’s 
assistant, and Kulbhushan Kharbanda as 
Uttamchand Malhotra, the Hindu trader 
who assists Bose in Afghanistan. Soap star 
Sachin Khedekar gives an adequate per- 
formance as Bose, but largely because his 
resemblance to the real-life Bose allows 
him to carry off some parts where the act- 
ing is ham-handed. 

Bose then travels to Singapore via Af- 
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rica in a U-Boat and takes over the INA. He 
injects new passion in the troops, assur- 
ing them that they would soon march into 
Delhi. Their hope is that when they reach 
the frontier, Indian soldiers under Brit- 
ish command would revolt and join them. 
Many in Britain consider the INA troops 
to be turncoats. For many Indian soldiers, 
it’s more complicated; they changed sides 
to fight their own war, not that of their co- 
lonial masters. All they needed is Japanese 
support. 

But the Japanese have other priorities; 
the planned invasion of India keeps getting 
delayed, and by the time the 1na begins its 
march, the Allies have struck devastating 
blows against the Japanese. The INA man- 
ages to reach Indian soil briefly, planting 
the flag in what is now northeastern India. 
These scenes are stirring and emotionally 
uplifting, but given that the Ina had few 
major battlefield victories, and faced in- 
credible hardships, they present a one- 
sided picture. 

For once their own supply lines thinned 
and they suffered setbacks in Burma, the 
Japanese washed their hands of the'1na, 
leaving it vulnerable not only to the better- 
trained, better-equipped and better-fed 
troops of the British Army, but also to the 
diseases of Burma’s jungles. Peter Ward 
Fay’s book, The Forgotten Army: India’s 
Armed Struggle For Independence (Univer- 
sity of Michigan Press, 1993), and Amitav 
Ghosh’s novel, The Glass Palace (Harper- 
Collins, 2000, portray this vividly. But the 
film does not. 

After Japan surrendered, Bose disband- 
ed the army and tried to escape to the So- 
viet Union, hoping, perhaps naively, that 
Stalin would assist him. He died when 
the plane carrying him crashed soon af- 
ter take-off in Taiwan. In one of the en- 
during, though nonsensical, controversies 
in India, many disbelieve the crash, and 
think that successive Indian governments 
have hidden the “truth” about Bose. Some 
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claim he made it to the Soviet Union but 
was held as a prisoner; others insist he 
became a holy man in the Himalayas; and 
a Bengali legislator claimed to have seen 
him in a French airport lounge a decade 
after the war. The power of those beliefs is 
such that the Indian government has had 
to institute three commissions of inquiry 
to investigate what happened to Bose. 

Mr. Benegal wants to avoid controver- 
sies. He won’t show us the air crash that 
killed Bose; instead, he ends the film show- 
ing a plane carrying Bose taking off in 
Taiwan, and then cuts to Germany, where 
his wife, Emilie Schenkel (Anna Prustel), 
hears on the radio that he is presumed 
dead. Bose’s relationship with Schenkel is 
also controversial in India; some refuse to 
acknowledge that they married. By being 
coy about their romance—Bose and Schen- 
kel neither kiss nor embrace in the film— 
he perpetuates the mystery about their 
relationship, making it look chaste (even 
though they had a child), as if Mr. Bene- 
gal made the film following some outdated 
censorship code from the 1930s. 

Ultimately, it is what the film does not 
address that undermines its historical 
relevance. For example, for all his pro- 
nouncements and exceptional oratory, 
Bose was curiously acquiescent toward 
the Japanese. The leader of the first INA, 
Mohan Singh, wanted to invade India in 
1942, to hit the British when they were still 
shocked with the loss of Singapore. The 
Japanese jailed him instead. When Bose 
met Mohan Singh in prison, he did not try 
too hard to get him out. Later, Bose visit- 
ed the Andaman and Nicobar Islands, the 
only parts of India to fall under Japanese 
occupation, expecting a hero’s welcome. 
Instead, he saw abject misery, with some 
women used as comfort women, many 
men jailed and many dead. How did Bose 
respond? Did he raise these issues with the 
Japanese? Mr. Benegal’s film does not have 
space for that. 
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have made the film more credible, but also 
unpopular with its primary audience in In- 
dia. The Forgotten Hero comes across like 
a filmed play sponsored by a government, 
instead ofa stirring story. Regrettably, the 
opportunity to engage in the bigger debate 
about means and ends is passed up. i 
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Maybe such dilemmas can’t be dra- 
matized easily. But while Mr. Benegal is 
a veteran of over 20 feature films, many 
of them praiseworthy, he has always been 
an establishment filmmaker, rarely delv- 
ing into controversies. Raising uncomfort- 
able questions about Bose’s choices would 





THE REVIEW LIST OF THE BEST ASIAN TRAVEL BOOKS 


holiday reading turned out to be tougher than we anticipated, due to the volume 
of recommendations from readers and friends. To narrow down the list, we ap- 
plied four criteria. First, the winning books are first-hand, nonfiction accounts. Second, 
they are records of a journey or journeys. Third, the authors give the reader significant 
insights into the region traversed, rather than mere introspection or a litany of hard- 
ships suffered. Fourth, and most important, the winners are those which stimulated our 


ICKING A LIST of the best travel writing about Asia to recommend for summer 


imagination and wanderlust. Happy reading! 


THE TRAVELS OF MARCO POLO 
by Marco Polo 
Penguin, 384 pages, $13.95 
Aww 

THE ORIGINAL, AND still among the best. 
Sections of the crossing of Central Asia are 
so accurate that we’re told it can still be 
used as a guide today. Much of the plea- 
sure derives from imagining how this 
tale inspired generations of Europeans to 
dream about the East. But the book is also 
beautifully written, and offers observa- 
tions on the natures of the various peoples 
encountered. 


THE NARROW ROAD 
TO THE DEEP NORTH 
by Matsuo Basho 
Translated by Noboyuki Yuasa 
Penguin, 176 pages, $11.95 
ner 

READER ROBERT SCHROEDER commented, 
“Don’t let the period—the late 17th centu- 
ry—put you off: Basho’s record of his five- 





month trek to and through Japan’s rugged, 
unsung north is a vibrant piece of litera- 
ture and a classic to boot.” The mixture 
of prose and poetry is itself a tutorial in 
Japanese aesthetics. 


THE MALAY ARCHIPELAGO 
by Alfred Russell Wallace 
Periplus Editions, 518 pages, $19.95 





WALLACE IS MOST famous for having discov- 
ered evolution at the same time as Charles 
Darwin, on the basis of his observations of 
Indonesian wildlife. This book, however, is 
a surprisingly accessible record of his trav- 
els, showing that his curiosity extended 
beyond just flora and fauna. As one would 
expect cf a trip to scarcely explored jungle 
in the mid-1850s, Wallace had his share of 
misadventures. His attitudes toward some 
of the native peoples may be jarring now, 
but the descriptions of their customs and. 
attitudes before exposure to Western influ- 
ence are fascinating. 
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MY LIFE AS AN EXPLORER 
by Sven Hedin 
National Geographic, 500 pages, $16 





SVEN HEDIN Is one of the “devils” de- 
scribed in Peter Hopkirk’s Foreign Devils 
on the Silk Road, explorers who raced to 
secure the glory of filling the remaining 
“white spots” on the maps of Central Asia. 
From nearly perishing in one of the Takla- 
makan Desert’s sandstorms, to bantering 
with Chinese proconsul Li Hong Chang, to 
overcoming British resistance to his entry 
into Tibet, Hedin succeeded because of his 
famous bullheadedness, and he makes no 
apologies. 


THE GENTLEMAN IN THE PARLOUR 
by W. Somerset Maugham 
Kessinger, 304 pages, $28.95 
~~ 
AN ACUTE OBSERVER of people, Maugham 
traveled overland from Rangoon to 
Haiphong, and fans of his short stories will 
recognize many of the character types. The 
title is drawn from a line of Hazlitt about 
the anonymity of being a traveler, and in an 
understated way this is really a book about 
the art of travel. Maugham’s On a Chinese 
Screen, a collection of vignettes from a trip 
up the Yangtze River, is not on quite such 

an exalted plane, but also worth reading. 


THE ROAD TO OXIANA 
by Robert Byron 
Oxford, 292 pages, $16.95 





BYRON’S 1933 JOURNEY from Venice to the 
Oxus River in Central Asia brought him 
through much of the Middle East and Per- 
sia. The level of learning about these cul- 
tures effortlessly woven into the fabric 
of his travelogue helped create the form 
which writers are still emulating today. 
His distinctive personality and firmly held 
opinions on culture anchor the story with- 
out becoming too overbearing. 
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NEWS FROM TARTARY: A JOURNEY 
FROM PEKING TO KASHMIR 
by Peter Fleming 
Marlboro, 384 pages, $18.95 
ms 
THIS ARDUOUS AND dangerous quest was 
undertaken when the author, brother of 
Ian Fleming, was just 28, although already 
the published author of Brazilian Adven- 
ture, Fleming’s humor and turn of phrase 
raised the bar for all who followed in the 
genre. His companion, Ella Mailart, also 
published her own account of the trip, en- 
titled Forbidden Journey. Fleming’s other 
travel books on Asia, One’s Company and 
The Forgotten Journey, are also superb. 


SEVEN YEARS IN TIBET 
by Heinrich Harrer 
Jeremy P. Tarcher, 329 pages, $14.95 
er 

BANISH ALL IMAGES of Brad Pitt from your 
mind. This starts off as a great escape story 
as Harrer busts out of a British Pow camp 
in India and struggles to reach Tibet. Har- 
rer’s accounts of independent Tibet at ev- 
ery level of society, from poor farmers all 
the way up to the Dalai Lama, who he tu- 
tored, give the lie to Chinese propaganda. 
As Greta Nielsen commented, “The heart 
breaking beauty of the place comes out in 
this book.” 


A SHORT WALK IN THE HINDU KUSH 
by Eric Newby 
Lonely Planet, 260 pages, $12.95 
eer 
NEWBY’S DRY WIT is the main attraction in 
a book that many rate the best travel book 
of all time. Brooks Entwistle writes, “New- 
by, after just four days of mountain climb- 
ing lessons in Wales, sets off overland for 
a mountain climbing trip in Afghanistan. 
A classic tale of adventure travel in anoth- 
er age. Best read on a roadtrip from Ka- 
bul to the Panshir Valley.” Evelyn Waugh 
contributed the preface. If you can’t get 


enough of Newby, pick up his Slowly Down 
the Ganges. 


GOD’S DUST: 
A MODERN ASIAN JOURNEY 
by Ian Buruma 
Noonday Press, 267 pages, $10.95 
rw 

RATHER THAN A typical travel story, this 
is really a journalistic exploration by a 
former cultural editor of the REVIEW and 
one of the region’s best all-rounders. Edith 
Terry comments: “A wonderful book that 
takes as its itinerary the outline of the Jap- 
anese empire in Asia, and looks for signs 
of its legacy.” 


FROM HEAVEN LAKE: TRAVELS 
THROUGH SINKIANG AND TIBET © 
by Vikram Seth 
Vintage, 192 pages, $12 
nan 
WILLIAM CHAN WRITES: “It’s a lonely, re- 
markable trip in a China just at the begin- 
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nings ofits post-1979-reform era, througha 
China no longer so isolated. A trip through 
then-forbidden Tibet is smoothed by his 
serviceable command of Chinese, some 
lucky breaks at the right junctures, and a 
resilience that helped him overcome some 
inevitable setbacks.” 


RED DUST: A PATH THROUGH CHINA 
by Ma Jian 
translated by Flora Drew 
Anchor, 336 pages, $14 





MR. MA IS a Chinese Kerouac—suffering 
from ennui at 30, he picks up sticks and 
scrounges his way across the country, vis- 
iting fellow writers. Always just a few steps 
ahead of a crackdown on “spiritual pollu- 
tion,” he reveals that even in the early 1980s 
there was a tremendous amount of variety 
in Chinese society, including a dark under- 
side. As he tells a friend who is eager to es- 
cape abroad, “There is more to China than 
communism and the Han Chinese.” 


RUNNERS-UP 


Looking for the Lost: Journeys Through a Vanishing Japan by Alan Booth 
An Unexpected Light: Travels in Afghanistan by Jason Elliot 
The River at the Center of the World by Simon Winchester 
Hall of a Thousand Columns by Tim Mackintosh-Smith 
An Explorer’s Adventures in Tibet by Henry Landor 
On Ancient Central Asian Tracks by Aurel Stein 
Chasing the Monk’s Shadow by Mishi Saran 
Unbeaten Tracks in Japan by Isabella Bird 
A Journey in Ladakh by Andrew Harvey 
The Trouser People by Andrew Marshall 
Riding the Iron Rooster by Paul Theroux 
Not a Hazardous Sport by Nigel Barley 
Video Night in Kathmandu by Pico Iyer 
A Dragon Apparent by Norman Lewis 
Chasing the Monsoon by Nigel Frater 
Danziger’s Travels by Nick Danziger 
Travels of Ibn Battuta by Ibn Battuta 
Under the Dragon by Rory MacLean 
Throwim’ Way Leg by Tim Flannery 
Land of Jade by Bertil Lintner 
China to Me by Emily Hahn 
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MORE POWER TO THE POWERFUL 
by Deidre Sheehan 
Vol. 164, No. 4, 
February 1, 2001, Page 16 


T WAS A revolution, Filipino- 
style. For four days and nights 

protesters sang and danced in the 
streets, nuns and priests held prayer vig- 
ils and behind the scenes the opposition 
worked feverishly to persuade the military 
to abandon President Joseph Estrada. 

In the end, a weary president with no 
soldiers left to command walked out of the 
Malacanang presidential palace and, with- 
out a shot being fired in anger, his vice- 
president, Gloria Macapagal Arroyo, was 
sworn in. 

They’re calling it People Power II, the 
sequel to the 1986 ouster of Ferdinand 
Marcos. That first revolt became a mod- 
el for civilian uprisings against dictators 
around the world. But the second revolu- 
tion is already being criticized as a “soft 
coup” that ejected an elected president in 
order to return the old, wealthy political 
and business elite to power. 

Many ordinary Filipinos are eager to 
believe that’s not the case and are relying 
on Ms. Arroyo’s new administration to 
stamp out endemic corruption. But they 
have been disappointed before and they 
are more cynical this time around. 

“I think everybody’s hopeful,” said Jo- 
sephine Alinas, one of a jubilant crowd 
squashed into the back of a pick-up truck 
crawling down Manila’s packed Edsa 
highway on January 19, just hours after 


oe Ms. Sheehan was Manila correspondent for 
the REVIEW. 


the military withdrew support from Mr. 
Estrada. But as people lined the side of the 
road cheering, and cars and buses tooted 
their horns gleefully, Ms. Alinas, a 43- 
year-old market researcher, gave the new 
president a warning: “The people will be 
more watchful now.” 

Ms. Arroyo certainly faces a daunting 
task. She must end the pork-barrel poli- 
tics that have dominated the Philippines 
through dictatorship and democracy. She 
must improve the lot of the millions of 
impoverished Filipinos who elected the 
populist Mr. Estrada with a huge major- 
ity in 1998, And she must strengthen the 
nation’s faith in its democratic institutions 
to ensure that a People Power III won’t be 
necessary. : 

Whether she will be helped or hurt in 
that quest by the dizzyingly broad coali- 
tion of interests that brought her to power 
remains to be seen. Middle-class civil-so- 
ciety groups, left-wing trade unions and 
the Catholic Church got people out in the 
streets; political backing came from the 
traditional political elite of former presi- 
dents Corazon Aquino and Fidel Ramos; 
and big businesses showed their support 
by publicly calling on the president to 
make way for Ms. Arroyo. 

More ominously for a new civilian lead- 
er, the fatal blow to Mr. Estrada was deliv- 
ered by the military, when it announced 
it would no longer recognize him as com- 
mander-in-chief. 

Some of these elements will now be 
clamoring for change, in particular the 
middle classes and some businesses. Oth- 
ers, especially politicians who prospered 
under the old system, will want to pre- 
serve the status quo. 
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“There is a genuine constituency for 
reform,” says Sheila Coronel, executive 
director of the not-for-profit Philippine 
Center for Investigative Journalism. But 
with politicians already prominent in Ms, 
Arroyo’s camp from the Ramos and Aqui- 
no administrations, which were both ac- 
cused of failing to stamp out corruption, 
“I very much doubt it will be a reformist 
government,” says Ms. Coronel. “I was at 
her headquarters and I could see the old 
faces coming out, people who have been 
accused of corruption in the past.” 

Clearly, the battle for reform will be 
difficult. Ms. Arroyo will be hoping that 
it won’t be made harder still by the role 
the military played in the political tran- 
sition. With the armed forces largely de- 
politicized since Marcos’s day, outright 
interference in government isn’t expected. 
Nevertheless, the fact that the new presi- 
dent needed to secure the support of the 
military underscores just how frail democ- 
racy still is in the Philippines. 

Retired generals, including Mr. Ra- 
mos, had been openly calling on active of- 
ficers to betray their president for weeks. 
Reports are now emerging that the chief 
of staff of the Armed Forces, Gen. Angelo 
Reyes, fearing his own troops could start 
to divide along pro- and anti-Estrada lines, 
abandoned Mr. Estrada to forestall cracks 
in the ranks... 

Few have forgotten that Aquino’s ad- 
ministration was marred by seven coup 
attempts in the years following the Mar- 
cos dictatorship. Some observers are 
concerned that the reappearance of the 
military in Philippine politics casts a shad- 
ow over the new president’s ability and de- 
sire to strengthen civilian institutions. 

“The message coming through is that 
they cared about getting Estrada out, not 
the rule of law,” says William Overholt, 
head of strategy and economics at Nomu- 
ra International in Hong Kong and a for- 
mer Aquino adviser. “And for the future 
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of the Philippines, the rule of law is very, 
very important.” 

The story of Mr. Estrada’s fall from grace 
is a case in point. When the president, who 
had been plagued by corruption scandals 
since he took office, was impeached in No- 
vember, it was hailed as a great advance 
in maturity for the country’s democracy. 
But as the trial wore on, Filipinos became 
increasingly convinced that the legal and 
democratic process would be stymied by 
the president’s power to call in personal 
favors and persuade the senators sitting in 
judgment to block his conviction. 

The final straw came on January 16, 
when more than half of the senators vot- 
ed to block the opening of bank documents 
which prosecutors said contained evidence 
that Mr. Estrada had accepted millions of 
dollars in kickbacks, The decision imme- 
diately sent hundreds of Filipinos out into 
the streets, triggering rallies that swelled 
into a massive four-day demonstration. 

But while anger was apparent among the 
middle classes, Mr. Estrada, a master of the 
common touch, still retained largely pas- 
sive support among the poorest Filipinos. 
Citing that mandate and exploiting the let- 
ter of the constitution, which stipulates that 
a written resignation must be presented, he 
refused to step down, even after all of the 
Armed Forces, the police and most of his 
cabinet withdrew their support for him. 

Instead, Mr. Estrada holed up with his 
family and remaining allies in Malacanang 
palace and stalled for time, reportedly ar- 
guing for concessions such as immunity 
from prosecution and permission to keep 
some of his allegedly ill-gotten assets. 

When an entire night passed without 
Mr. Estrada’s resignation, tens of thou- 
sands of frustrated protesters marched 
on Malacanang to demand that the presi- 
dent leave office. An air force fighter jet 
and four military helicopters buzzed the 
palace to remind the president he had lost 
the reins of power. 
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If Ms. Arroyo fails to end pork-barrel politics, People 


Power II could be merely the second part of a trilogy. 





It finally took a controversial Supreme 
Court declaration that the presidency was 
effectively vacant to persuade Mr. Estra- 
da to pack up and move out to his family 
home in Manila—still refusing to sign a 
letter of resignation and insisting that he 
was the legal president. 

The fuzzy constitutionality of the Su- 
preme Court’s decision and the prosecu- 
tion or pardon of Mr. Estrada are issues 
that are likely to dog Ms. Arroyo’s efforts 
to shore up the rule of law for some time. 
They may even become a rallying point for 
Estrada supporters or discontented mili- 
tary officers. 

So, is the country doomed to repeat 
another cycle of celebration, followed by 
backsliding, disillusionment, and upheav- 
al—or worse—a real military coup? 

Not necessarily. To be fair, while the 
previous administrations didn’t address 
the twin evils of poverty and corruption, 
democracy was reintroduced under Ms. 
Aquino, while Mr. Ramos did begin eco- 
nomic liberalization. Ms. Arroyo’s sup- 
porters say that she will merely be picking 
up that process and extending it to good 
governance and poverty eradication after 
the hiccup that was Mr. Estrada’s admin- 
istration. 

Adding muscle to the calls of civil soci- 
ety groups demanding clean governance 
will be those businesses that want a trans- 
parent environment to attract investors, 
argues Jaime Augusto Zobel de Ayala II, 
president of one of the country’s biggest 
conglomerates, Ayala Corp. 

Although big business has often been 
accused of blocking reforms, the sector 
has a strong pragmatic incentive to push 
for change: the need to convince investors 
that the Philippines is corruption-free and 
just as attractive for investment as Singa- 


pore or Hong Kong, says Mr. Zobel. 

“The moment you want to build rail- 
ways, telecommunications infrastructure, 
ports, there aren’t enough flows locally to 
fund that,” Mr. Zobel says. “You have to 
go to international capital markets and 
investors have exacting standards now. 
We aren’t the only game in town by a long 
shot.” 

In addition, the new president has her 
own powerful personal incentive to meet 
the demands of better governance for the 
middle classes and a better life for the 
poor. Normally, presidents are barred from 
running for re-election, but since she took 
over more than two years into Mr. Estra- 
da’s term, Ms. Arroyo will be able to run 
for president again in 2004. If she neglects 
the plight of the poor, in particular, the 
prospect of the election of another popu- 
list who buys support and cares little for 
accountability will become very real. 

But change comes slowly in a democ- 
racy where a third of the population lives 
on less than a dollar a day and votes are 
commonly sold to the highest bidder. Even 
with good leadership at the top and hard 
work in grassroots community groups, it 
would probably take 10-12 years to really 
reform the political system, says Jose Con- 
cepcion, a leading businessman and chair- 
man of watchdog body National Citizens’ 
Movement for Free Elections. 

Unfortunately, the Philippines’ new 
president has only three-and-a-half years 
to uproot the causes of a weak democracy. 
If she is sincere about curing the country’s 
ills she will have to try. The Philippines has 
ousted its second leader in two decades. 
That it was achieved without bloodshed is 
good. That a usurping was needed is not. If 
Ms. Arroyo fails, People Power II could be 
merely the second part of a trilogy. mm 
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The Latest on Donald 


HONG KONG’s NEW Chief Executive Donald 
Tsang recently showed up at a diplomat- 
ic reception in Hong Kong with his latest 
toy—a Canon digital camera. Sir Donald 
proudly displayed the gadget to the assem- 
bled crowd, boasting how it was the “lat- 
est model.” Of course, wouldn’t you know 
it, some marketing know-it-all type had to 
step forward and ruin Sir Donald’s show- 
and-tell by informing him that the camera 
was already outmoded, and that the com- 
pany had introduced two newer models in 
the last three months. 

It seems that Sir Donald—who never 
ceases to remind us all of his humble begin- 
nings as a salesman—was taken for a ride 
by one of his own. The bright side is that 
perhaps all those foreign tourists who com- 
plain about being tricked by Hong Kong’s 
dishonest electronics salesmen will finally 
get some help from the government. 
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Balance Problems 


TRADE BALANCES CAN be difficult to un- 
derstand, but one expects executives of 
multinational companies to get the ba- 
sics. That’s why it was surprising to see 
Cnooc Chairman Fu Chengyu arguing 
that his company’s proposed takeover of 
Unocal “could help solve the trade balance 
problem [between the U.S. and China] be- 
cause we are putting [billions of dollars] 
into the U.S.” Actually, an increase in Chi- 
nese investment in the U.S. would tend 
to worsen the trade imbalance. Come to 
think of it, there’s another argument for 
the many China-bashers in Washington 
who have already decided the deal should 
be blocked but are wracking their brains 
for a reason why. 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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Imagine 
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China Experts at Your Fingertips. 





Fact is: 


China is re-shaping our world. 

And none of us can afford to ignore it. 

Whether or not your company does business in China or faces ( ‘hines¢ 
competition, you need the best intelligence about this economic powerhouse. 


Introducing The WSJ Briefing - China Business 
Emailed to you 24 times a year, this new electronic newsletter will provide you with a single 
source of essential China news, insights and intelligence, including: 


e Corporate News - updates on M&A, FDI, corporate earnings and top-level corporate appo 
e Key Data - economic indicators on tre ade, growth, production, consumption and labo 

© Trade News - the latest trade data, tariff and relevant WTO news 

e Laws and Regulations - new legislation that will impact on sales, production and import/ex 


activities in China 

e Labor and Logistics - labor issues affecting factory operations; information on operational! | 
reports on shipping, ports and customs 

è Banking and Investment - a guide to investment opportunities and potential pitfall 
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It took us 125 years to use 
the first trillion barrels of oil. 


We'll use the next trillion in 30. 


So why should you care? 











DAVID J, O'REILLY 
CHAIRMAN & CEO 
CHEVRON CORPORATION Pree 


Energy will be one of the defining issues of this century. One thing is clear: 
the era of easy oil is over. What we all do next will determine how well we meet 
the energy needs of the entire world in this century and beyond. 


Demand is soaring like never before. As populations grow and economies 
take off, millions in the developing world are enjoying the benefits of a lifestyle 
that requires increasing amounts of energy. In fact, some say that in 20 years 
the world will consume 40% more oil than it does today. At the same time, 
many of the world's oil and gas fields are maturing. And new energy discoveries 
are mainly occurring in places where resources are difficult to extract, 
physically, economically and even politically. When growing demand meets tighter 
supplies, the result is more competition for the same resources. 


We can wait until a crisis forces us to do something. Or we can commit to working 
together, and start by asking the tough questions: How do we meet the energy 
needs of the developing world and those of industrialized nations? What role will 
renewables and alternative energies play? What is the best way to protect our 
environment? How do we accelerate our conservation efforts? Whatever actions 
we take, we must look not just to next year, but to the next 50 years. 


At Chevron, we believe that innovation, collaboration and conservation are the 
cornerstones on which to build this new world. We cannot do this alone. 
Corporations, governments and every citizen of this planet must be part of the 
solution as surely as they are part of the problem. We call upon scientists 
and educators, politicians and policy-makers, environmentalists, leaders of 
industry and each one of you to be part of reshaping the next era of energy. 
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Rare opportunities 
for exceptional leaders. 


Build a career with Citigroup’s Asia Pacific Consumer Bank. 


Citigroup, the world's largest financial services organization, serves the financial needs of 8,000 
multinationals, local corporates and 6.5 million retail customers in Asia Pacific alone. In Singapore, our 
presence spans 103 years. We maintain our leadership reputation by top-class talent, diverse product 
lines, latest technology, excellent customer service orientation and building careers. 


Due to the growth of our Asia Pacific Consumer Bank business, we are looking for 2 outstanding 
individuals to be part of the Consumer Cards and Consumer Retail Banking teams as: 


VICE PRESIDENT, FINANCE 


Position 1: Cards Business (PT/APCB/1638) 
Position 2: Retail Banking Business (PT/APCB/1231) 


You will be part of the Asia Pacific Cards or Retail Banking team providing Insightful, relevant, accurate 
and comprehensive analysis of product performance and business support to the Regional and Country 
Business Heads. Working closely with the team, you will be responsible for developing analytical tools 
and models to enhance analytical capability with focus on profitability of the business segment. You 
will also identtfy risks and opportunitles; as well as provide sound guidance and recommendations on 
business strategles based on the analysis performed. 


As the subject expert in the business division, you will also lead monthly and quarterly financial reviews 
and forecasts; evaluate sales and marketing Investment plans; review capital expenditure to ensure 
efficient use of resources and deliver cost reduction; as well as manage relationships with key business 
partners focusing on financial and legal considerations such as Joint venture partners and relevant 
associations. 


To succeed In thls role, you will need to possess a Finance-related Degree or qualification with at least 7 
years’ good working knowledge of management accounting concepts (US GAAP), financial planning 
and analysis. You will also need to have an excellent understanding of Cards or Retail Banking business, 
ability to interact with Senior Management, and exceptional verbal and written communication skills. 
A pro-active attitude to learn and the courage to push for innovation are defin itely critical success factors. 


This position is stationed in our Singapore Office and is truly a rare opportunity for someone who will 
like to be part of the growing business. With an exceptional career path, you will see yourself being the 
leader of the futurel 





Please quote the position reference and expected salary, 
and submit your resume online @ www.citibank.com.sg 


Closing Date: 31 October 2005 (noon) 
Applicants who are not contacted within one month 
should consider their applications filed for future reference. 
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| fromthe EDITOR 





S WE PREPARED to go to press, the “urgent” stories started 
moving across the newswires of a breakthrough in the six- 

party talks in Beijing. North Korea, the reports said, was pre- 
pared to give up its nuclear weapons program. Such a monumental and 
unexpected diplomatic accomplishment seemed to call for a complete 
reworking of this issue’s story lineup. 

But as John Tkacik writes, there was much less to this news than first 
appeared—indeed there was no breakthrough at all. By the following 
day, Pyongyang had already digested the U.S. concession of accepting 
a North Korean civilian nuclear program, and was establishing its new 
negotiating position of demanding light-water nuclear reactors before 
it would dismantle its weapons program. 

It always behooves the consumer of news to re-examine initial re- 
ports, as well as our own first reactions to them. Jonathan Anderson 
recounts how one hedge-fund manager responded with horror to the 
announcement of Bank of America’s $3 billion purchase of a stake in 
China Construction Bank. Meanwhile, the banks themselves are trum- 
peting the potential of getting into the China market. The reality, as Mr. 
Anderson writes, is somewhere in the middle. There is no big growth 
story here, but neither are these investments likely to prove a repeat of 
past emerging-market banking debacles. 

As the Indonesian rupiah has fallen in recent weeks, many reports 
have put the blame on the government’s oil subsidies. Certainly these 
are costly and an example of poor governance. But Don Hanna explains 
that the root cause of the currency slide lies in the central bank’s failure 
to react quickly to inflation and a changing international environment. 
As the archives piece this month recalls, in 1998 the story was much 
the same except on a catastrophic scale. One can’t escape the conclu- 
sion that then President Suharto’s failure to institute a currency board 
continues to hamper Indonesia’s development today. 

Finally, Japan’s election has been portrayed as a victory for the forces 
ofreform. But as Ko Mishima and Robert Ward write in separate essays, 
despite the celebrations of Prime Minister Junichiro Koizumi’s new 
style of politics, there is reason to doubt how much substantive change 
lies ahead. Mr. Koizumi has so far failed to lay out a comprehensive pol- 
icy platform beyond privatizing postal savings. Moreover, he has yet to 
tackle Japan’s most fundamental impediment to reform: a powerful and 
entrenched bureaucracy. Mr. Koizumi has the momentum to possibly 
turn style into substance. But it’s probably best to remain skeptical. 

H.R. 
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The Bhutan Dilemma 


IN THE ESSAY “The Exclusive Kingdom 
of Bhutan” of May 2005, references to the 
United Nations High Commissioner for 
Refugees create a misleading impression of 
the agency’s response to the Bhutanese ref- 
ugee influx into southeastern Nepal, where 
some 105,000 refugees have been in exile 
for more than a decade. 

The reality is that most refugees who 
end up in camps around the world are rec- 
ognized as a group on a prima facie basis. 
As anyone who has witnessed a mass ref- 
ugee exodus can testify, individual status 
determination is neither feasible nor a pri- 
ority when confronted with humanitarian 
needs on a massive scale—as was the case 
with the exodus from southern Bhutan in 
the early 1990s. Group assessments and 
in-depth sample interviews by UNHCR es- 
tablished to the satisfaction of the inter- 
national community that the Bhutanese 
who had fled to Nepal were in dire need 
of protection as refugees. It is clear people 
leaving Bhutan were not attracted by fa- 
cilities in camps that did not yet exist, as 
suggested by the article. 

In 1992, when UNHCR established a field 
office, after being asked by the govern- 
ment to assist with the refugee crisis, there 
were over 50,000 persons already living in 
camps organized largely by the refugees 
themselves. In June 1993, the refugee in- 
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flux had reduced to a trickle, allowing the 
Nepalese government and UNHCR to start 
individual refugee-status determination of 
new arrivals, through a thorough screen- 
ing process. 

Certainly, a solution for the Bhutanese 
refugees is desperately needed. After a de- 
cade of bilateral negotiations between Ne- 
pal and Bhutan—from which unucr has 
been deliberately excluded—not a single 
refugee has returned to Bhutan. This is 
deeply frustrating and disillusioning for 
the refugees as well as for uNucR, which 
has actively advocated solutions to both 
governments and the international com- 
munity. Unfortunately, the international 
political will needed to bring this long- 
running refugee situation to a close has 
been absent, leaving the refugees lan- 
guishing in limbo and donors fretting over 
their support. 

Catherine Huck 

Officer-in-Charge, Regional Bureau for 
Asia and the Pacific, United Nations 
High Commissioner for Refugees 
Geneva 


Ad Hominem Attack 


REGARDING THE LETTER to the editor 
from Jigme Tenzin in the July/August is- 
sue of the REVIEW, the allegations against 
me were concocted by the government of 





CORRECTION 


In the July/August REVIEW, a table in Arvind 
Panagariya’s “A Passage To Prosperity” gave 
inaccurate percentages of how much of China’s 
economy in 2000 was distributed between agri- 
culture, industry and services. The correct per- 
centages are, respectively, 15.9, 50.9, and 33.2. 
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Bhutan after 1991 to assassinate my char- 
acter and credibility, and to discredit the 
Druk National Congress. This is because 
I exposed the human-rights abuses preva- 
lent in Bhutan and described the need for 
democracy to redress these. 

The various allegations of fraud some 
accuse me of hinge on loans during the pe- 
riod 1973-87. These allegations are totally 
false, but even if for the sake of argument 
they are presumed to be true, the statute 
of limitations has expired. Bhutanese law 
requires that unlawful transactions be 
brought to the notice of the court within 
seven days of the transaction. As no person 
made any complaint against me within that 
period, no case survives. 

I was arrested and tortured for involve- 
ment with the Lhosampas rebellion during 
the period of May 18 to July 6, 1991 by the 
government of Bhutan. On July 6, 1991, as 
a result of mounting public pressure, I was 
given a royal pardon by the king of Bhutan 
which absolved me of all allegations. 

I left Bhutan for health reasons and 
reached Gawahati, India on July 8, 1991 
and remained in hospital for a month. Due 
to well-founded fears for my life and the 
safety of my family, I left for Nepal and ar- 
rived there on Aug. 3, 1991. There is nothing 
on record to establish that any proceeding 
was pending before the judicial authori- 
ties, or that any summons or notices were 
issued against me prior to July 1991, or that 
Ihave absconded from the judicial process 
in Bhutan. 

The Bhutan government alleges that I 
owe them about $250,000, but the govern- 
ment has confiscated or seized my prop- 
erty, including the Bhutan Coal Mining 
Corporation, a three-story hotel in Sam- 
drup Jongkhar, real estate spread across 
the country and numerous business cred- 
its. As of 1994, the Bhutan government 
owed me the equivalent of $1.3 million. 
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‘Deliverance From Poverty 


ARVIND PARAGARIYA’S SUGGESTIONS for 
critical reforms for India’s rapid growth 
should also include radical changes to the 
delivery systems. At the implementation 
level there are several bottlenecks which 
need to be eliminated. 

The lower and middle levels of the bu- 
reaucracy are mired in apathy. They have 
no exciting future to look to. The “sons of 
the soil” concept in local employment has 
ensured that the quality of officials re- 
mains extremely poor. The entire system 
of selection, training and posting needs 
to be reformed. India needs to revise its 
system of civil service remuneration to 
bring it into line with the private sector 
economy. 

While the economy expanded consid- 
erably in the 1990s, the bureaucracy re- 
mained the same, except for a top layer 
who have been exposed to change. In ad- 
dition to widespread corruption, which is 
only increasing, there is general apathy, 
which is even more dangerous. Businesses 
can factor corruption into their costs, but 
not sloppiness and delay. These problems 
need to be addressed immediately by sim- 
plifying laws and procedures. 

K. Jawahar Mahi 
Mumbai 


The American Threat 


READING THE REVIEW by David C. Kang 
on North Korea, one is again confronted 
with what can only be considered Ameri- 
can propaganda. “A nuclear-armed North 
Korea threatens the entire region, and 
given its record of selling conventional 
weapons to Libya and Iraq, might even 
sell nuclear weapons to terrorist groups 
which will use them against the United 





R.K Dorji States.” So yes, why not one more lovely 
Katmandu war against the “bad guys” by the “good 
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guys” from the U.S.? This simplicity and 
use of “could,” “might” and “maybe” is 
typical of this type of journalism which is 
nothing but blatant propaganda for start- 
ing another war. 

Of course North Korea is in a quagmire. 
Of course it is a dictatorship, and'of course 
the economy is in a mess created in large 
part by its own government. But the threat 
doesn’t come from Kim Jong II and his 
rusted, outdated army. His army would be 
crushed in a few days by Japan or the U.S. 
Everybody who studies the region knows 
that. So shouldn’t the REVIEW and David 
C. Kang acknowledge this simple truth? 
No, the threat to the region doesn’t come 
from Kim but from a U.S. that threatens 
the country with war. 

It is surprising that while the U.S. has 
bombed tens of countries since World 
War II, killed millions of people, direct- 
ly and indirectly overthrown countless 
governments, used atomic, biological and 
chemical weapons, and installed a count- 
less number of bloody dictators around 
the world, it is not considered a threat to 
peace by people like Mr. Kang. No, it is 
small, powerless countries like Iraq, Lib- 
ya and North Korea which for people like 
Mr. Kang are a threat to world peace, and 
therefore they have to face the might of 
the American military to save, what else, 
world peace. 

This can only be described as pure luna- 
cy. I know Dow Jones is a privately owned 
U.S. company. Is this why these sort of stu- 
pid articles get published in the REVIEW? It 
all reminds me of the way the Indian na- 
tives were dealt with by successive Ameri- 
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can governments: Shut up, do what I say 
or get killed. 

Willy Van Damme 

Rootjensweg, Belgium 


Look to Asia 


THE FROM THE ARCHIVES article in the 
July/August issue, “More Power to the 
Powerful,” shows how drearily predict- 
able Philippine politics has become. Like 
many, I have often wondered what truly 
ails the Philippines. I think it has'to do 
with the Filipino sense of exceptionalism, 
as the only predominant Roman Catholic 
nation in Asia with a vestige of Spanish in- 
fluence. This has caused it to look well be- 
yond its geographic region for answers to 
its problems. 

The thing that is apparently not obvious 
to the majority of Filipinos is that its so- 
ciety is almost quintessentially Asian and 
that its problems are therefore anything 
but exceptional. I fear the suffering of or- 
dinary Filipinos will be extended as their 
political elite grope endlessly for grand 
gestures such as constitutional change— 
discarding a U.S.-inspired charter for a 
European-style parliamentary model. 

Did it ever occur to the many otherwise 
brilliant Filipino thinkers that deliverance 
from the country’s ineffectual politics and 
governance may in fact be as simple as in- 
stituting a Thai-style requirement that 
those seeking political office at minimum 
possess a college degree? 

John Teo 
Kuching, Malaysia 
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The Great 
Chinese Bank Sale 


by Jonathan Anderson 





HE HEDGE-FUND MAN- 
AGER sitting across the 
table shuts his eyes in 
frustration and slaps his 
palm to his forehead. 

Sakat on earth are they thinking? This is 
Latin America all over again. Everybody 
jumps in on a whim, and then they spend 





a decade digging themselves out. Plus they 
lose a truckload of our money in the pro- 
cess. This time is no different.” 

The place is New York, in one of the 
countless hedge-fund offices populating 
east midtown. The time is mid-June 
2005, and the reference is to Bank of 
America’s announcement that it would 
purchase a 9% stake in the P.R.C.’s China 
Construction Bank for the princely sum of 
$3 billion—making it the most expensive 
banking acquisition (or, for that matter, 
any acquisition) in China’s history. 

To see what the fuss is about, remember 
that for most of China’s postwar history it 
had pointedly ignored foreign banks; and 


for their part, foreign banks paid precious 
little attention to China. Of course, global 
financial institutions and banks were nom- 
inally invited to the “China party,” but they 
weren’t even seated in the same room as the 
main participants. Their foreign branches 
were limited to one or two per bank, and 
then only for foreign-currency business; as 
a result, even after 20 years of greenfield 
development, the 200-odd foreign com- 
mercial banks active in the mainland still 
accounted for a paltry 1% of total loans and 
deposits, and a total capital commitment of 
no more than a few billion dollars. 

The same applied for acquisitions of 
existing institutions. The government be- 
gan cautiously allowing foreigners to buy 
minority shares in domestic commercial 
banks in the late 1990s—but only for iso- 
lated transactions in smaller niche players 
such as Shanghai Pudong Development 
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Bank, Xi’an City Commercial Bank or 
Minsheng Bank. As late as the end of 2003, 
accumulated foreign equity stakes in Chi- 
nese banking institutions barely exceeded 
$500 million, or 0.3% of the estimated to- 
tal value of mainland bank capital. 

This strategy made a lot of sense for 
China. The government’s main priority 
was to protect the stability of big state- 
owned commercial banks, of which the 
five largest—the Industrial and Commer- 
cial Bank of China, the Agricultural Bank 
of China, the China Construction Bank, 
the Bank of China and the Bank of Com- 
munications (BOCOM)—control more than 
60% of the country’s loans and deposits. 
For the most part, these banks were tech- 
nically insolvent, with a crushing burden 
of bad loans reflecting decades of lending 
to poorly run state-owned enterprises and 
ill-advised projects, and simply could not 
withstand the shock of being forced to 
compete on an equal basis with experi- 
enced foreign institutions. 

Strange as it sounds, this strategy actu- 
ally made a lot of sense for foreign banks 
as well. As much as overseas players grum- 
bled about their lack of access, it was hard 
to imagine any serious institution actually 
putting down money to buy shares in one 
of China’s bankrupt state-owned behe- 
moths if offered the chance. And, although 
most banks would have been happy to en- 
ter the mainland market under their own 
flag, government restrictions in fact saved 
them from getting caught up in the disas- 
trous bubble (and ensuing bust) that over- 
whelmed the mainland banking system in 
the 1990s. 

All that changed radically beginning in 


2003. In March of that year, Premier Zhu 
Rongji—who almost single-handedly man- 
aged macroeconomic affairs for more than 
half a decade—formally stepped down 
from his position as head of China’s civil 
government, turning over the reins to in- 
coming Premier Wen Jiabao and a new 
team of senior ministers. During the Zhu 
administration, official policy toward 
large state commercial banks was simple: 
no free lunch, and no privatization. The 
government performed an initial cleanup 
in 1998-99, removing more than 12% of 
outstanding loans from state banks’ books, 
but from then on banks would have to 
learn to be better lenders, grow their own 
way out of their problems, and maybe then 
China could open its market to foreign in- 
vestment and competition. 


A Different Tack 


BY THE TIME the Wen government was 
coming to power, however, two points had 
become clear. First, better accounting 
practices showed that the size of the prob- 
lem was much bigger than previously 
imagined, with many independent esti- 
mates pointing to a remaining nonper- 
forming loans ratio of 40% or more. And 
second, efforts to encourage state banks to 
“grow their way out of the problem” were 
leading to another bubble. By the end of 
2002, banks were caught up in a wave of 
speculative lending to property developers 
as well as redundant industrial and infra- 
structure projects, and the authorities 
were increasingly worried about macro- 
economic stability. 

This situation called for a radically dif- 
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ferent tack—and sure enough, by the end of 
2003, the government had effectively made 
a full 180-degree turnaround on banking 
policy. The first element of the new strat- 
egy was a massive injection of state funds 
to clean up banks’ balance sheets; the Peo- 
ple’s Bank of China alone has already spent 
over $100 billion on recapitalization and 
bad loan write-downs over the past 18 
months, with more still coming from 
banks’ own profits and government tax 
breaks. Official NPL ratios have dropped 
precipitously as banks have literally writ- 
ten off everything they can find. 

And then came the sell-off. During the 
course of 2003, the authorities made it 
clear to state commercial banks that in- 
stead of being coddled at home, they were 
going to be pushed out the door. Suddenly 
large banks found themselves incorporat- 
ing, with a newly minted board of direc- 
tors and supervisors. Suddenly every bank 
had a preparatory listing committee. And 
suddenly the government was advertising 
high and low for foreign “strategic inves- 
tors” to come in and take a sizeable stake, 
prior to the banks going public. 

That was all foreign institutions needed 
to hear—and indeed, the response has been 
truly staggering. From that paltry half-bil- 
lion dollar cumulative outlay going into 
2004, overseas investors committed an ad- 
ditional $18 billion to the Chinese banking 
system in the past 12 months alone. 

The ball got rolling in late 2004, when 
HSBC bought a 19.9% stake in Bocom for a 
total cost of $2.25 billion. This year, the 


By the end of 2007, foreign banks and investors 
could control one-sixth of China’s banking system. 






megatransactions have come rolling in like 
an avalanche: Bank of America announced 
its $3 billion investment in ccB in June; 
one month later, a consortium led by the 
Royal Bank of Scotland agreed to take a 
10% share in Boc for $3.1 billion; not to be 
outdone, Singapore’s Temasek took a sim- 
ilar stake for the same price (uss is also 
reported to be buying a smaller share for 
$500 million); Temasek also committed 
$2.5 billion to invest in ccs; and last 
month, a-Goldman Sachs-led group signed 
an agreement to lay down $3 billion for a 
10% share of IcBc. 

This is by no means the end of the story, 
as the market is still rife with reports of 
new transactions. And the above figures 
don’t even include the bulk of the proceeds 
from overseas equity listings. BOCOM al- 
ready issued $1.9 billion worth of shares 
on the Hong Kong stock exchange last 
month, and over the next year we expect 
another $20 billion in initial public offer- 
ings for CCB, BOC and ICBC. 

At this pace, by the close of 2007 for- 
eign banks and other foreign investors 
could conceivably control more than one- 
sixth of the entire Chinese banking sys- 
tem. It seems the only brake on the process 
is the 25% ceiling on cumulative foreign 
ownership of individual banks—a restric- 
tion likely to be eased in the near future. 


Disaster...or Euphoria? 


NEEDLESS TO SAY, this sudden turnaround 
has inspired radically different interpreta- 
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tions. According to the press announce- 
ments of the overseas banks themselves, 
this is one of the greatest investment op- 
portunities of the new century: a chance to 
enter a financial market with $4 trillion in 
assets, and what’s more, a market that is 
growing at double-digit rates with no slow- 
down in sight. Chinese per-capita income 
is only $1,500, and consumers are just be- 
ginning their love affair with mortgage 
and credit card debt; imagine what riches 
lie ahead over the next decades as incomes 
double and double again. 

For more cynical observers, of course, 
this is just the latest in a long string of di- 
sastrous banking follies. Perhaps the most 
engaging read of the past year was Tim 
Clissold’s Mr. China, a story of two private 
equity entrepreneurs who collected hun- 
dreds of millions of dollars from global in- 
vestors in order to buy into the “greatest 
growth story of the century” and trans- 
form the Chinese corporate landscape in 
the process, but ended up pissing away 
most of the funds down the black hole of 
mainland economic reality. 

So it will be with the banks. According 
to detractors, Chinese banking problems 
have simply been glossed over through 
state bailouts and creative accounting. 
Nothing has changed in the economy, as 
civil servants still dutifully shovel money 
into moribund state enterprises with no re- 
gard for repayment prospects. Once the 
next downturn hits, banks will face a tidal 
wave of new bad loans, and the foreign gi- 
ants will be forced to write down tens of 
billions of dollars in worthless investments 
in the process. 


Not a Great Growth Story 


SO WHICH Is IT? A once-in-a-lifetime op- 
portunity, or a pending disaster? In fact, 
neither. The truth of the matter is that 
China’s financial system is neither an ex- 
plosive minefield nor a beckoning gold 
mine, but rather a profoundly middle-of- 
the-road investment option. 

On the one hand, the banking system is 
clearly not going to collapse—not now, and 
not in the foreseeable future. Large state 
banks may have been insolvent, but they 
have always been very liquid, propped up 
by China’s enormous national savings rate 
as well as the lack of alternative financial 
assets. And with the government now busy 
vacuuming up nonperforming assets and 
throwing in new capital, insolvency is no 
longer even an issue; with the exception of 
ABC, the state banks are solidly back in 
black (and we should soon see a bailout and 
restructuring program for ABC as well). 

But won’t banks get right back into 
trouble in the coming years, with a flood 
of new NPLs overwhelming the system? 
The short answer is no, and the common 
view that banks are unreconstructed di- 
nosaurs turns out to be a myth. Ina recent 
detailed study of the banking system, UBs 
found that the banking environment has 
changed radically over the past 10 years, 
with better regulation and supervision, 
better macroeconomic policy making, bet- 
ter internal controls and better borrowers. 
This does not mean that Chinese banks are 
now making fully sound lending decisions. 
Indeed, the one area where large banks 
have not changed over the past decade is 
their 100% state ownership, and this is the 
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root of many continued problems. How- 
ever, it does guarantee that the magnitude 


of new NPL flows will be much more man- 
ageable than in the past. 

On the other hand, Chinese banks are 
hardly the greatest growth story.of the 21st 
century. The plain truth is that—glaringly 
alone among poor developing countries— 
China is already significantly overbanked. 
Just look at the numbers: Commercial bank 
deposits account for nearly 200% of GDP, 
and loans in the banking system currently 
stand at 130% of cpp. This makes China a 
near world-record holder; of all major 
economies across the globe, only Taiwan 
and Hong Kong have higher banking ra- 
tios, and the average for the developed 
world is much, much lower. 

What accounts for these huge num- 
bers? It’s really very simple. For two de- 
cades mainland firms have had no other 
source of outside financing, and mainland 
households have had no place else to put 
their savings. But this could change quick- 
ly. As China’s nascent equity, bond and 
property markets mature, we expect a 
steady deleveraging on the part of compa- 
nies, and a steady diversification on the 
part of Chinese savers. So while consumer 
banking is a promising development area, 
corporate lending isn’t. We’re not saying 
that the banking system can’t grow at all— 
but at some point, it will begin to grow 
much slower than GDP. 

Moreover, the profits earned by Chi- 
nese banks on that growth are far from im- 
pressive. Last year, global banking 


China’s financial system is neither 
an explosive minefield nor a beckoning gold mine. 






institutions recorded a 1.2% overall return 
on assets, while the figure for Chinese 
banks was 0.4%. The rate of return on eq- 
uity was closer (11% compared to 16%, re- 
spectively), but only because mainland 
institutions have lower capital adequacy. 
Of course, Chinese banks will gradually 
learn to generate more fee-based income, 
but keep in mind that margins on regular 
lending operations are currently propped 
up at artificially high levels because of 
state-controlled deposit rates. Once these 
are decontrolled (which should happen 
fairly soon), deposit rates will rise, putting 
further pressure on profitability. The only 
way for China’s large banks to show high 
rates of earnings growth will be to cut 
costs aggressively, a fairly unlikely out- 
come for the foreseeable future. 


Still “Win-Win” 


SO WHERE DO we end up? Even after bring- 
ing euphoric expectations back down to 
reality, the bottom line is that buying into 
the Chinese banking system is still a “win- 
win” proposition. China does benefit from 
having foreign investors buy in, and for- 
eign investors benefit from being there. 
The gains for China are easy to see. The 
government has done everything it can for 
banks—except to privatize them. And as 
long as senior management is made up of 
civil servants with a mandate to support 
official policy, banks will never be fully 
market-oriented institutions. What China 
needs to make financial-system reform 
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and restructuring “stick” is to get the state 
out of the business of running banks. 

The key question is where to find new 
owners. The authorities could easily list 
state banks on the domestic Shanghai and 
Shenzhen equity markets, but China’s 
short-term retail investors have done a no- 
toriously poor job of providing outside gov- 
ernance to date. Simply handing banks over, 
Russian-style, to the current management 
presents similar problems (not to mention 
the risk of escalating social tensions). 

The answer is to turn to foreign inves- 
tors, just as China has done consistently 
over the past five years when deciding how 
to reform large state enterprises in other 
sectors. In this sense, the Chinese author- 
ities are now following what we might call 
the “PetroChina model,” named after one 
of the first large mainland soes to be listed 
abroad. In this model, the purpose of sell- 
ing to foreigners is never to get money; in- 
deed, most large state firms were already 
awash with cash when they went to the 
market, just as the large state banks are 
awash with recapitalization funds today. 

Instead, the government found that 
overseas investors provided a “one-stop 
shop” for enterprise reforms. Global man- 
agement consultants, human resources 
and investment banking firms took the 
reins of the restructuring process, identi- 
fying and stripping off unproductive as- 
sets, clarifying pension liabilities, carrying 
out audits, and redefining governance re- 
sponsibilities. Once the listings were com- 
plete, state firms also inherited a 
professional investor base intent on scru- 
tinizing accounts and management deci- 


sions. In most cases, the result has been 
better-managed, more profitable and 
transparent companies, and this is exactly 
what China is now hoping to achieve by 
selling off stakes in the large banks. 

What do foreign investors get? We al- 
ready showed that China’s overbanked fi- 
nancial system is not the world-beating 
growth story it is often made out to be—but 
this is exactly why foreign banks are better 
off pursuing an acquisition and restructur- 
ing strategy than trying to do new green- 
field investment. And, ironically, with their 
nationwide branch networks and consum- 
er databases, the large state commercial 
banks are probably ideally placed to com- 
pete in banking segments that will provide 
growth opportunities going forward, such 
as mortgage and credit card lending. 

So there are perfectly valid reasons for 
overseas banks to be investing in their 
Chinese counterparts, as long as they are 
not overpaying for the assets, which brings 
us to the final issue of price. Based on mar- 
ket information, the average price-to-book 
value ratio for the recent multibillion dol- 
lar BOC, CcB and IcBC transactions was a 
very moderate 1.2—well below the 1.9 ratio 
commanded by large global banks, not to 
mention ratios in excess of two for smaller, 
promising high-growth plays. In other 
words, foreign investors don’t seem to be 
wearing rose-colored glasses; they paid 
pretty much what you would expect them 
to pay for a stable, low-growth, low-mar- 
gin business. And when all is said and 
done, this gives confidence that the Chi- 
nese “gold rush” won’t leave a deserted, 
desolate ghost town. iy 





FAR EASTERN ECONOMIC REVIEW c= September 2005 





tL 





AES 





After 


the Victory, 
Can Koizumi Deliver? 





WHEN JUNICHIRO KOIZUMI won amandate for reform in Japan’s Sept. 


11 election, many credited the Japanese prime minister for launch- 


ing a revolution as much in style as in substance. The REVIEW asked 


two long-time observers of Japanese politics to address the question: 


Where will Mr. Koizumi lead Japan beyond postal reform? 


The Stumbling 
Block 


by Ko Mishima 


HE RECENT VICTORY of the 

Í Liberal Democratic Party in Ja- 
hance the impression that Junichiro 
Koizumi is a gifted political leader. The 
prime minister’s iconoclastic streak was 


pan’s snap election can only en- 


much in evidence as he fought for passage 
of his postal-privatization bill over the 
summer. Refusing to compromise, con- 
fronting opponents within his own party, 
and ultimately placing the fate of his bill 


outside parliamentary organs altogether 
in a populist move that was as daring as it 
was confident, Mr. Koizumi signaled to 
many that politics in Japan has fundamen- 
tally changed. 

However, while it is true that Mr. Koi- 
zumi’s four-year tenure has brought signif- 
icant changes to the traditional patterns of 
both Japanese and LDP politics, it would be 
narrow-sighted to conclude that he is revo- 
lutionizing Japanese government. In fact, 
the impact of the changes that Mr. Koizumi 
has broughtis less radical than many think. 
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In particular, it is significant that Mr. Koi- 
zumi has completely failed to impose mean- 
ingful change on the bureaucracy. 

The strength of the bureaucracy is the 
mostimportant characteristic of Japanese 
politics. Hence, if one accepts that Mr. 
Koizumi has not influenced the bureau- 
cracy in any substantial way, it is difficult 
to claim that Mr. Koizumi is altering the 
fundamental nature of Japanese politics. 

When Mr. Koizumi became prime min- 
ister in April 2001, he didn’t have a blue- 
print for political reform except for his 
beloved program of postal privatization. In 
his long political career, he has never been 
known as a “policy wonk.” Rather, his con- 
fidantes describe him as a “person of intu- 
ition.” Indeed, while he has achieved much 
in the way of political reform, his approach 
has always been one of improvisation. 

The first of many significant reforms 
achieved by Mr. Koizumi was the under- 
cutting of factions in the LDP. Since the 
LDP’s inception in 1955, factions have dom- 
inated its internal politics to the extent 
that some observers considered the party 
to be little more than an aggregation of 
these subgroups. Such cliques chose the 
party president (who automatically be- 
came the prime minister) and absorbed 
political funds from business. LDP parlia- 
mentarians owed their loyalty to their fac- 
tions rather than to the party leadership. 

Yet, they began to decline gradually in 
the LDP after the electoral reform of 1994. 
In the multimember district system that 
existed before the reform, an LDP candi- 
date found his faction’s assistance indis- 
pensable. That’s because he was competing 
against other Lpp candidates in his district 


and could not rely on central party orga- 
nization for help. As a result of the reform, 
however, there is now only one seat per 
district, and hence only one LDP candidate. 
Accordingly, candidates find support from 
the party organization more important 
than from their factions. They may even 
find that close relationships with a faction 
can be a liability. 

Realizing that many Japanese people— 
political hopefuls included—see the Lpp’s 
factionalism as a symbol of old politics, Mr. 
Koizumi has consistently tried to weaken 
these cliques. His relentless attacks on the 
Hashimoto faction, which until recently 
dominated the center of LDP politics, has 
also wrought general damage to the bases ` 
of factional power. His singling out of the 
Hashimoto faction for destruction seems to 
have been less than arbitrary. Former 
Prime Minister Kakuei Tanaka, whose old 
faction is of the same lineage as the Hashi- 
moto faction, was the archrival of Mr. Koi- 
zumi’s mentor, Takeo Fukuda, who was 
also a former prime minister. 

The second achievement of Mr. Koizu- 
mi’s political reform record was diminish- 
ing power exercised by so-called zoku, or 
“tribe,” politicians in policy making, al- 
though the magnitude of this diminution 
is still limited as a whole. The zoku politi- 
cians are senior and midlevel LD? parlia- 
mentarians who specialize in a particular 
policy area. They usually have the experi- 
ence of serving at related governmental 
posts, and hold extensive networks and 
rich information. In many policy areas, 
such as construction, agriculture, com- 
merce, medicine, and education, there ex- 
ist corresponding groups of zoku 
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politicians, which tend to hold large influ- 
ence over policy making. They do so via a 
party organ called the Policy Research 
Council. According to the LDP’s rulebook, 
its cabinet cannot submit bills to the Diet 
without the prc’s consent. Thus, the PRC 
constitutes an important part of the gov- 
ernmental decision-making process, de- 
spite its position outside the cabinet. 

For a long time, the zoku politicians 
have been seen as a major obstacle to eco- 
nomic reform. In general, they are most 
concerned with serving special interests. 
Forming iron triangles with ministries 
and industries, they tend to take an anti- 
reform stance. 

Mr. Koizumi’s neoliberal economic 
policy has surely delivered a blow to zoku 
politicians. His contractionary budget has 
reduced money for political pork, and his 
deregulation drive has shrunk protection- 
ist programs. Furthermore, he has made 
direct attacks on zoku politicians. When 
he encountered strong opposition from 
them, as in the case of the bill to restruc- 
ture the Japan Post in 2003, he bluntly 
threatened to deprive the prc of its privi- 
leges by rewriting the party’s rulebook. In 
fact, he let his sympathizers launch a study 
group to draw up a proposal to reform the 
governmental decision-making process. 
Even though the proposal was not put into 
effect, it was enough to alter the power 
balance between Mr. Koizumi and zoku 
politicians. 

Mr. Koizumi’s attacks on zoku and fac- 
tional power have centralized the LDpP’s 
power structure. Traditionally, both the 
factions and zoku politicians tended to act 
as a centrifugal force operating against the 


ability of the party leadership to effective- 
ly administer from the center. Hence, the 
central thrust of Mr. Koizumi’s political 
reform can be summarized as aiming to 
strengthen the party leader’s power and 
improve his control over backbenchers. 

At first glance, the achievements of Mr. 
Koizumi's political reform appear impres- 
sive. However, it is important to be aware 
that he completely fails to overhaul the 
area of government most in need of re- 
form—the bureaucracy. 

Since the early 1990s, the consensus 
among reformist politicians like Mr. Koi- 
zumi is that the most important reform 
target is the bureaucracy. Various policy 
failures and scandals that happened in the 
last decade or so have acutely revealed the 
limits of the government’s capacity. The 
bureaucracy tends to work as an impedi- 
ment to economic reform because it has 
vested interests in existing regulations 
and public expenditures. Furthermore, 
the bureaucrats’ political strength inevi- 
tably lowers the quality of Japanese de- 
mocracy because they are not accountable 
directly to the public. For these reasons, 
the reformers agree that the most impor- 
tant purpose of Japanese political reform 
is to decrease the bureaucrats’ power and 
redefine their role. 

Mr. Koizumi has never been working 
under adverse conditions for the promo- 
tion of bureaucratic reform in the past four 
years. It is fair to say that he has hada good 
chance to reform the bureaucracy funda- 
mentally. The birth of his cabinet hap- 
pened to coincide with the completion of 
the Central Government Reform, the larg- 
est administrative reorganization since 
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the occupation reform in the late 1940s. 
The cer has introduced new tools to en- 
able the prime minister to control the bu- 
reaucracy more effectively. If Mr. Koizumi 
were willing to use these tools adequately, 
he would be able to change the bureau- 
crats’ power and role substantially. In ac- 
tuality, however, he totally lacks interest 
in bureaucratic reform and has never at- 
tempted to take advantage of the opportu- 
nity presented to him. 

The newly established Cabinet Office is 
a case in point. According to the reform 
planners’ blueprint, this office should be 
filled with experts recruited from the pri- 
vate sector and should function as a source 
of policy ideas that is independent from the 
bureaucracy. But in reality, itis just another 
bureaucratic office with its senior echelons 
dominated by bureaucrats. The restructur- 
ing of the Cabinet Secretariat, the prime 
minister’s personal office, is similarly of no 
avail. Today, it is possible for the prime 
minister to appoint nonbureaucrats to his 
secretariat in order to improve staff caliber. 
Despite this, Mr. Koizumi has allowed bu- 
reaucrats to occupy these positions. 

Mr. Koizumi’s lack of interest in bu- 
reaucratic reform is manifest in his re- 
form program regarding the bureaucratic 
personnel system. Although he repeated- 
ly states that this program is a major agen- 
da item for his cabinet, he fails to exercise 
leadership in promoting it. At the end of 
2001, his cabinet formally decided on the 
outline of the program. But the fact of the 
matter is that this outline was prepared 
by bureaucrats and fully reflected their in- 
terests. For instance, it proposed to create 
a new elite corps of bureaucrats, the “Na- 


tional Strategic Staff,” aimed at recover- 
ing bureaucratic power in policy making. 
Quite incredibly, it proposed to deregulate 
legal restrictions on amakudari, the pro- 
cess by which bureaucrats retire to lucra- 
tive sinecures in the companies they once 
regulated. Upon publication, the outline 
unsurprisingly drew opposition from var- 
ious sectors. Even among LDP politicians 
there was broad objection to it. In the 
end, Mr. Koizumi had no choice but to 
cancel it and promise to write another re- 
form design. 

The flip side of the absence of bureau- 
cratic reform under the cabinet of Mr. Koi- 
zumi is that the bureaucrats continue to 
hold significant influence there. For exam- 
ple, in leading the formation of economic 
policy, he often uses the Council on Eco- 
nomic and Fiscal Policy, a committee com- 
posed of major economic ministers and 
top businessmen. He runs this council by 
cooperating closely with the Ministry of 
Finance. Thus, the ministry exercises 
large influence behind the Mr. Koizumi 
juggernaut. This might seem surprising to 
those who recall the scandals that shook 
and weakened the ministry during the 
mid-1990s. It has, however, largely recov- 
ered its former power. 

The real impact of Mr. Koizumi’s po- 
litical reforms is much less than appear- 
ances suggest. In particular, it is important 
to note that the traditionally strong Japa- 
nese bureaucracy remains undamaged. 
Some critics argue that Mr. Koizumi is 
only good at manipulating the media and 
his reform itself has little substance. Un- 
doubtedly, there is some truth in this skep- 
tical assessment, as it’s clearly an 
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exaggeration to say that he is revolution- 
izing Japanese politics. 

Mr. Koizumi’s term as LDP president 
will end in one year, and he shows no in- 
tention of seeking re-election. So, the task 
of bureaucratic reform is likely to be left to 
post-Koizumi leaders. What is needed for 
successful bureaucratic reform? 

First, at minimum, the next leaders 
must make full use of the new tools intro- 
duced in the car, as Mr. Koizumi has ne- 
glected to do. Second, future reformers 
need to establish clear norms about the po- 
litical role of bureaucrats. Among Japa- 
nese, there is still wide disagreement as to 
what role the bureaucrats should play in 
policy making, especially when compared 
to politicians. A consensus on this issue is 
needed. They should not press too hastily 
to copy Great Britain’s Westminster mod- 
el, which is generally unwilling to concede 
the bureaucracy a political role, as some 
scholars suggest. Japan can have its own 
model of bureaucracy that falls within ac- 
cepted democratic standards. 

It is also necessary to add further 

‘changes to formal institutional arrange- 
ments of the bureaucracy (in particular, 
the bureaucratic personnel system). But a 
cautious approach should be taken. In this 
election, the Democratic Party of Japan 
proposed in its manifesto to turn the top 
two levels of bureaucratic positions—ad- 
ministrative vice-ministers and bureau 
chiefs—into politically appointed ones. Ba- 
sically, this seems to be a good idea. 

Yet if this line of reform is undertaken, 
the partisanship of bureaucrats should be 
minimized, because it can damage the or- 
ganizational strength of the Japanese bu- 


reaucracy. Filled with dedicated 
bureaucrats, the Japanese ministries hold 
remarkable organizational vigor and co- 
herence. This is a public asset for the Japa- 
nese society as a whole and should not be 
destroyed by partisan rivalry. While the 
Japanese bureaucracy clearly has weak- 
nesses, reformers should remember that 
any review must also aim to protect and 
promote its inherent strengths. 


Now for the 
Hard Part 


by Robert Ward 


HEN JUNICHIRO KOIZUMI steps 
\ \ | down as Japanese prime min- 
ister—probably in September 
2006—he will leave a political record in 
many ways as impressive as that of the oth- 
er great shaper of Japanese politics, Kakuei 
Tanaka. His triumph in the September 
elections has already sealed his position as 
one of Japan’s most important political 
leaders since the end of World War II. The 
challenge for Mr. Koizumi is how to lock 
in his political achievements and so ensure 
his legacy. This could prove the toughest 
task of his premiership to date. 

Although Mr. Koizumi has achieved 
the very first promise of his premiership 
made back in 2001—to “destroy the old 
LDP” (jiminto wo bukkowasu)—he now 
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needs to preserve the momentum gained 
from his reforms. His first task here is to 
tighten party discipline. For one of the 
world’s most successful ruling parties 
(with the exception of a 10-month stint in 
opposition in 1993-94, the party has been 
in power since 1955), the LDP is also one of 
its most chaotic. Internal rebellions and 
splits have been a defining feature of the 
LDP at least since the 1970s, but the party 
has always been able to count on the weak- 
ness of the opposition to offset its own 
traumas. 

Internal volatility has, however, in- 
creased of late in tandem with the decline 
of the power of factions—witness the fail- 
ure of the Hashimoto faction to marshal 
its forces behind its candidate in the 2003 
party leadership contest, or even the fail- 
ure of the conservative faction leaders to 
persuade all their charges to vote against 
the postal-privatization legislation this 
year. The weakening influence of the Lpp’s 
own policy making body, the Policy Re- 
search Council, as a direct result of the 
prime minister’s aggressive use of the 
Council on Economic and Fiscal Policy to 
make policy, may also have contributed to 
this heightened fluidity. 

The 1994 electoral reforms and Mr. 
Koizumi’s introduction of top-down policy 
making have helped to boost the power of 
the center. But the continued weakness of 
the party executive was apparent in its fail- 
ure to prevent the rebellion against postal 
reform in the first place, despite threats of 
disciplining measures from the party ex- 
ecutive. The scale of the general election 
win has increased the urgency of boosting 
the power of the center. With more than 80 
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new members of parliament—the so-called 
“Koizumi children,” most of whom have 
yet to join a faction—and the likelihood of 
further faction volatility on the party’s old- 
guard wing, the party executive will need 
to provide a strong focus in order to main- 
tain party unity, particularly after Mr. Koi- 
zumi steps down. 

Astrongly disciplined party would also 
contribute to Mr. Koizumi’s second task in 
preserving his legacy—that of using his 
huge mandate to set out a clear and coher- 
ent policy agenda that would be difficult 
for the party’s many remaining antire- 
formers to oppose. Mr. Koizumi fought 
September’s election on an ostensibly re- 
formist policy platform, but in reality he 
kept his campaign tightly focused on one 
issue—postal privatization. This was evi- 
dent in the party’s manifesto, a limp effort 
that, unlike the opposition Democratic 
Party of Japan’s beefier offering, gave 
scant attention to other key policies. 

Fiscal policy was a case in point. Japan 
has the sickliest public finances in the de- 
veloped world, with the gross debt stock 
likely to top an eye-popping 200% of GDP 
by the end of this decade. Yet, while the 
manifesto promised to bring the primary 
budget balance back to surplus by the ear- 
ly part of the next decade, there was no 
discussion of how this would be achieved. 
Not only did the LDP fail to commit to rais- 
ing the consumption tax, promising only 
to “reform” the tax in fiscal year 2007-08, 
but during the campaign it also ruled out 
increasing the tax burden for salaried em- 
ployees. With tax revenue accounting for 
a skimpy one-third of cpp, the government 
badly needs—and has plenty of room to 
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raise—taxes in coming years if it is to 
achieve its budget target. 

Policies to cope with the ageing of the 
population and pension reform were given 
similarly short shrift. This was all the 
more striking in the face of incipient de- 
mographic shifts that threaten to over- 
whelm Japan’s public welfare and pension 
services when the first wave of post-World 
War II baby boomers start retiring en 
masse later this decade. Neither was there 
any mention of how the government in- 
tends to finally eliminate deflation, which 
continues despite the rapid economic 
growth of recent years, or even how it in- 
tends to boost overall growth. Nor did the 
LDP come up with any fresh ideas on how 
it intended to pursue its relations with 
China and South Korea, both of which are 
at all-time lows, or even an initial forecast 
of its long-term policy towards providing 
the U.S. with military support in Iraq. 

Crucial to the party’s long-term future, 
the creation ofa clear policy platform could 
also help the LDP to revitalize its support 
base. Although, with around 30% of the 
electorate supporting the LDP, support for 
the party far outdistances that for any of 
Japan’s other parties, the core of the par- 
ty’s support base in rural Japan is ageing 
and dwindling. The continuing drift of the 
young from the countryside to the cities is 
further accelerating this trend, along with 
the declining economic power of rural, 
pro-LbP special interest groups like farm- 
ers—and, of course, the postal lobby. The 
decline is reflected in party membership 
figures. At the end of 2004, the Lpr had 1.5 
million members, a fall of 8.2% year on year 
and the seventh straight year of decline. 


Mr. Koizumi’s decision to reorient the 
party’s focus to the cities therefore makes 
good strategic sense. It also paid rich divi- 
dends in the recent general election—post- 
al privatization was popular in the cities, 
which, unlike Japan’s rural communities, 
do not depend on their post offices either 
as a link to the outside world or for the 
wide range of nonpostal organizational 
services that they provide. This helped the 
LDP to power ahead in traditionally hostile 
urban areas, such as Tokyo, where they 
took 23 of the 25 single-seat constituencies. 
Moreover, 11 of these were wrested from 
the pr, which had hitherto derived most 
of its support from urban voters. 

Despite the overwhelming size of the 
LDP’s majority in September’s election, Mr. 
Koizumi’s political legacy may be more 
fragile than it looks. Most uncertain is the 
length of his term of office. As noted above, 
he still intends to leave office in September 
2006, when his term as leader of the LDP 
expires. Although there are a number of po- 
tential successors—notably the LDP’s acting 
secretary-general, Shinzo Abe, the finance 
minister, Sadakazu Tanigaki, and the ex- 
chief cabinet secretary, Yasuo Fukuda— 
none has either his sparkle or, critically, his 
talent for political strategy. With none of 
these (or other) candidates likely to be able 
to command Mr. Koizumi’s level of political 
authority, and in view of the strongly per- 
sonal nature of the vote for Mr. Koizumi at 
the polls, his successor may also, perverse- 
ly, find it difficult to claim a mandate for 
reforms that Mr. Koizumi has not advocat- 
ed, despite the Lpp’s overwhelming domi- 
nance of the Jower house. 

The next upper house election, which 
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will be held in mid-2007, makes the succes- 
sion issue doubly fraught. Party elders are 
already voicing concern over the Lpp’s abil- 
ity to win this election without Mr. Koizu- 
mi at the party’s helm, particularly as the 
election will see contested those seats won 
in mid-2001 on the heels of the first Koi- 
zumi boom. Commanding only 114 seats in 
the 242-seat upper house—65 of which the 
party will be defending in two years’ time— 
the LDP can ill afford a poor performance in 
this poll. A further weakening of the party’s 
upper house position would also strength- 
en the alliance with the party’s junior coali- 
tion partner, New Komeito, upon which it 
relies to give the government a majority in 
the upper house. Many in the LDP are un- 
easy about this coalition both because of 
New Komneito’s links with one of Japan’s 
largest lay-Buddhist organizations, Soka 
Gakkai, and because they view its left-lean- 
ing policies as an impediment to more rad- 
ical economic reform. 

The Lpp’s urban flowering in Septem- 
ber also may not last. Opinion polls suggest 
that as many as 50% of Japan’s voters have 
no allegiance to any particular party. Many 
of these are urbanites who seeni immune 
to special interest politics and are liable to 
switch party from election to election. The 
volatility generated by the growing num- 
bers of nonaligned voters could also be 
magnified in future elections by the single- 
seat constituency system, suggesting in 
turn that equally large swings against the 
LDP are also possible in the future. The 
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fretting in the party about Mr. Koizumi’s 
imminent departure presumably also re- 
flects a keen awareness of this. 

Finally, the very enormity of the Lpp’s 
win, and the flattening of the opposition 
DPJ, may have raised public expectations 
unrealistically high. Now able to legislate 
without the check of a credible opposi- 
tion—with a combined 327 seats in the 
480-seat lower house, the coalition has 
more than the two-thirds of the seats it 
needs to overrule the upper house—there 
is also a high risk of a complacency and ar- 
rogance developing in the government 
that could quickly alienate voters. Some in 
the party are already worried that the Sep- 
tember victory may even have been too ex- 
tensive, They are, no doubt, remembering 
the 1986 landslide victory, which was 
quickly frittered away. Just six years later 
the LDP found itself in opposition for the 
first time in 38 years. 

For Mr. Koizumi, winning September's 
election may, therefore, have been the easy 
bit. Having become one of the most power- 
ful of Japan’s postwar prime ministers, he 
now needs to make use of his new-found 
clout. The LDP celebrates the 50th anniver- 
sary of its founding in November. A final 
push for reform both of the party and of its 
policies would be the best birthday present 
that he could give it. It would also ensure 
that Mr. Koizumi’s still-fragile political leg- 
acy will be longer-lasting than his undoubt- 
ed skills at kabuki-style political theater and 
intrigue might suggest. W 
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North Korea’s 
Bogus Breakthrough 


by John Tkacik 





AST FEBRUARY, WHEN 
North Korea trumpeted 
to the world that it did 
indeed possess “nukes” 
and felt “compelled” to 
suspend its participation in the six-party 
talks because of the “hostile” attitude of 
the United States, I wrote that eventually, 
Beijing would “[nJo doubt...persuade” 
Pyongyang to return to the negotiating ta- 
ble. “But it is a certainty,” I predicted, “that 
there will bé no progress at the six-party 
talks, however long they last, because it’s 
not in Beijing’s interests to see the process 
come to an end.” 





I would like to be proven wrong, but 
the results of the fourth round of six-party 
talks that concluded in Beijing on Sept. 19 
give little reason for optimism. They mere- 
ly promise that the talks will continue in 
November for a fifth round—perhaps at the 
same time U.S. President George W. Bush 
is in China—and then for a sixth and a sev- 
enth round, and so on. 


Sowasa “breakthrough” really achieved 
on Sept. 19, as many have triumphantly 
claimed? The Joint Statement of Principles 
was crafted in the maddeningly vague lan- 
guage of diplomacy designed to mean what- 
ever each signatory wants it to mean—even 
if diametrically the opposite of another sig- 
natory’s position. Ultimately, a break- 
through would mean that in the next round, 
the D.P.R.K. will faithfully negotiate the 
highly detailed “roadmap” of deeds and re- 
wards that the U.S. side outlined in the 
June 2004 round of talks, and provide evi- 
dence of goodwill—like an inventory of its 
existing nucléar-weapons program. 

The Clinton administration came up 
with a similar document in 1994 which 
evolved into a formal Agreed Framework 
that addressed only Pyongyang’s plutoni- 
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um-separation operations at North Korea’s 
Yongbyon reactor complex. The Agreed 
Framework promised Pyongyang massive 
amounts of food and fuel aid, normalized 
diplomatic ties with Washington and To- 
kyo, and secured a joint U.S., Japanese and 
South Korean nuclear-power reactor to 
make up for the supposed loss of energy 
from a not-yet built reactor in Yongbyon. 

But almost immediately upon initialing 
the Agreed Framework, Pyongyang se- 
cretly started up a uranium-based weap- 

‘ons program—purchasing the equipment 

and technology from Pakistan and others. 
And almost immediately, U.S. intelligence 
began to pick up the scent. Nonetheless, 
the Americans continued to send food aid 
and heavy fuel oil to the D.P.R.K, for eight 
years, making it the top recipient of U.S. 
aid in Asia. By 2002, however, the intelli- 
gence had become so overwhelming that 
the Bush administration felt compelled, on 
Oct. 3, 2002, to confront Pyongyang with 
the evidence and ask for an explanation. 
There followed bold—even insulting— 
North Korean braggadocio about its nucle- 
ar-weapons prowess leading to the 
cessation of aid and the present crisis. 

Unhappily, this latest Statement of 
Principles, says a former U.S. subcabinet 
officer, looks like an “Agreed Framework, 
Part Deux.” The statement issued by the 
Beijing-hosted six-party talks promises to 
be a tunnel at the end of the tunnel. In it, 
North Korea proclaims that it is “commit- 
ted” to abandoning “all nuclear weapons 
and existing nuclear programs” in return 
for which the U.S “expressed” its “respect” 
for North Korea’s “right” to have a nucle- 
ar-power reactor. 
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On the face of it, the simple, half-page 
document accomplishes little and leaves 
the myriad details to possibly countless 
rounds of future negotiations. The docu- 
ment apparently lets the D.P.R.K. continue 
to operate a “power reactor” at Yongbyon 
that can still generate plutonium, and 
there is no hint that North Korea must dis- 
mantle the reactor, or freeze its existing 
nuclear-weapons programs, or even cease 
generating plutonium-rich fuel rods. 

Other items not addressed are a time- 
table for dismantling the North’s nuclear 
program or verification procedures. Like 
the Agreed Framework, North Korea makes 
asolemn “commitment” to return to the In- 
ternational Atomic Energy Agency safe- 
guards regime—the same regime that for 
eight years was unable to monitor anything 
outside the Yongbyon nuclear plant itself. 

The Statement of Principles envisions 
a phased series of deeds and rewards—a 
principle of “commitment for commit-- 
ment, action for action.” But the wording 
of the “commitment/action” phrase virtu- 
ally guarantees the six parties will bicker 
endlessly about who does what and when, 
before or after the other does how much. 

Even Assistant Secretary of State 
Christopher Hill acknowledged to the 
press in Beijing that implementation of the 


statement, which he seems to suppose 


would include dismantling Pyongyang’s 
plutonium-producing gas-graphite nucle- 
ar reactor in Yongbyon, “has yet to be ham- 
Mr. Hill told reporters 
“whether this agreement helps solve this 


mered out.” 


will depend in large measure on what we 
do in the days and weeks that follow,” and 
added “we have to see implementation.” 
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But the big question is how long will 
the U.S. put up with this? China wants the 
negotiations to last indefinitely because it 
gives Beijing considerable leverage in 
Washington. Upon hearing the news Mon- 
day morning, one former White House Ko- 
rea specialist commented privately, “Now 
Hu Jintao will get his state visit.” 

There is little indication that China’s 
leaders feel the same urgency about North 
Korea’s nuclear weapons that Americans 
do. Quite the opposite, in fact. North Korea 
received a full uranium enrichment pack- 

` age from Pakistan several years ago, which 
was reportedly flown across Chinese air- 
space in Pakistani military aircraft. China 
supplied Pakistan with uranium-enrich- 
ment equipment, weapons technology and 
scientific personnel throughout the 1980s 
and 1990s, and Pakistani officials provided 
Chinese nuclear-weapons blueprints to 
` Libya. Although the details of Pakistani 
nuclear smuggler A.Q. Khan’s interroga- 
tion are secret, enough has been publi- 
cized to illuminate Chinese fingerprints 
on many of his deals. 

There is little room to doubt that the 
D.P.R.K. indeed has nuclear weapons, as 
well as a robust uranium-enrichment pro- 
gram. And in Washington, grave suspi- 
cions remain that North Korea will never, 
under any circumstances, abandon its nu- 
clear weapons. Aside from the prosaic no- 
tion that without nuclear weapons, North 
Korea is just another murderous little hell- 
hole like Liberia under Charles Taylor, 
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Pyongyang’s addiction to nukes goes much 
deeper. 

The D.P.R.K is virtually compelled by 
Kim Jong Il’s Songun, or Army First policy, 
to preserve its nuclear-weapons arsenal. 
North Korea can no longer be truly called 
a communist state; rather it has become a 
totalitarian military dictatorship. Songun 
is the overarching state ideology that liter- 
ally puts the “army before the working 
class,” instructs that “the gun barrel 
should be placed over the hammer and 
sickle,” and demands “nothing is more ur- 
gent and important than to build an invin- 
cible revolutionary army.” Songun is the 
all-encompassing faith of North Korea. It 
is the younger Mr. Kim’s “perfection” of 
his father Kim Il Sung’s Juche, or “self- 
strengthening,” ideology. It is “an irresist- 
ible current of history to advance along the 
Army First path.” Nuclear weapons are 
the essence of the “invincible army.” 

Regardless of the flickers of hope from 
the Sept. 19 Statement of Principles, even 
the optimists in Washington see little that 
could really be called a “breakthrough.” 
And even the optimists admit that unless 
there is significant progress in November’s 
fifth round, at the very least a catalog of 
North Korea’s 10 nuclear devices, its ura- 
nium centrifuges and attendant equip- 
ment, as well as its separated plutonium 
stocks, and other things Mr. Khan can at- 
test to, the Statement of Principles will 
prove as useless as the Agreed Framework 
of 1994, ml 
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Less Saffron, 
More Spice 


by Salil Tripathi 





ARLIER THIS YEAR, Lal 
Krishna Advani, presi- 
dent of India’s main op- 
position Bharatiya 
Janata Party, visited 
Pakistan. It was a nostalgic journey for 
Mr. Advani since he was born there. But 
the visit also had political significance. 
During his visit he praised some views of 
Mohammed Ali Jinnah, the founding fa- 
ther of Pakistan, and portrayed himself as 
a moderate willing to work with Pakistan. 
Many Pakistani commentators were 
pleasantly surprised. 

Back in India, BJP? hardliners want Mr. 
Advani to resign. Pravin Togadia, the pres- 
ident of the international wing of the Vish- 
wa Hindu Parishad, also known as the 
World Hindu Council, lost no time in 
blaming him: “Jinnah was a traitor, is a 





traitor, and will remain a traitor, and a per- 
son glorifying him is also a traitor.” It is 
easy for Mr. Togadia to finger point. After 
all, he does not have to run for office. Mr. 


Advani, meanwhile, would like to lead the 
BJP back to power, which it lost in 2004. 

Ferment within the pgp, which is pit- 
ting hardliners against pragmatists, is an 
important development not only for India, 
but also for the region. Mr, Advani is no 
ordinary politician, and within the con- 
text of Hindu-Muslim relations, the BJP is 
no ordinary political party. Many BJP lead- 
ers have made careers out of demonizing 
Pakistan, and Mr. Advani was arguably 
the hardliners’ standard-bearer. In De- 
cember 1992, he spearheaded the contro- 
versial movement to construct a temple at 
the presumed birthplace of the Hindu God 
Rama, which culminated in the destruc- 
tion of Babri Masjid, a medieval mosque in 
Ayodhya in Uttar Pradesh. 

The BJP is the political arm of the Rash- 
triya Swayamsevak Sangh (National Vol- 
unteers’ Force), an umbrella organization 
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that champions the Hindu cause, what po- 
litical scientist Walter Anderson calls “the 
brotherhood of saffron.” It includes sister 
organizations like the Vishwa Hindu Pari- 
shad, which is more aggressive and has 
mobilized Hindus overseas; and the Shiv 
Sena, which is not formally affiliated to 
the rss but provides foot soldiers for many 
of its activities, legal or otherwise. 

Together, these organizations personify 
Hindutva, or Hinduness, a resilient, fast- 
growing ideology in India. Their agenda in- 
cludes asserting Hindu pride, which tends 
to mean retaking mosques, rebuilding tem- 
ples, rewriting history textbooks, and re- 
thinking the Indian Constitution. Hindutva 
ideology has also led to a more aggressive 
international stance: Witness the 1998 nu- 
clear tests, the campaign to get a perma- 
nent seat on the U.N. Security Council; and 
strategic overtures to the U.S. and Israel. 

Some Hindu nationalist leaders chal- 
lenge the idea of the 1947 partition which 
separated Iridia and Pakistan (and later 
Bangladesh, which split from Pakistan in 
1971), They believe in Akhand Bharat, or 
undivided India. Their wish list includes a 
uniform civil code across India, annul- 
ment of the special status the Indian Con- 
stitution grants Jammu and Kashmir (as 
India calls the part of Kashmir under its 
control), and ending appeasement of mi- 
norities—mainly Muslims. In the six years 
it ruled India, the BJP made no headway in 
this regard, frustrating the ideologues. 
One thing it did which placated the nation- 
alists was to have school texts rewritten, 
injecting a pro-Hindu bias in the text 
(while at the same time, in some cases, re- 
moving pro-socialist bias). 


Historically, Hindu parties have not 
done well in elections; they have rarely se- 
cured over 8% of the vote, and their appeal 
has been limited to a few states in northern 
India. Their worst performance was in 
1984, the year the Congress Party won over 
400 seats out of 547; but that was an un- 
usual election, held in the aftermath of In- 
dira Gandhi’s assassination. That year, the 
BJP won only two seats. But thanks to seat 
adjustments with other parties, the BJP in- 
creased its strength to 88, and later crossed 
the 100-mark and the 150-mark in subse- 
quent elections. However, a precondition 
of those seat-adjustment alliances was that 
the BJP had to moderate its stance. 

After the assassination of Rajiv Gandhi 
in 1991, the BJP emerged as the largest op- 
position party, and after voters grew dis- 
enchanted with Congress in 1996, the 
largest party in parliament. The coalition 
it put together provided a stable govern- 
ment from 1999 to 2004. 

Electoral analysts think the BJP lost 
last year because it focused on the more 
prosperous and postliberalization “shin- 
ing” India, alienating the poor, who voted 
for the Congress Party instead. But that 
only explains the vote in some states. The 
fact is that the Byp’s hard-line agenda on 
Muslims has cost it support, and not only 
among Muslims. Prominent BJP politi- 
cians have suffered: Murli Manohar Joshi, 
a party leader who was behind the text- 
book rewriting campaign, lost his own 
seat. Former Prime Minister Atal Behari 
Vajpayee also blamed the communal vio- 
lence in Gujarat for the party’s defeat. (In 
February 2002, nearly 1,000 people, two- 
thirds of them Muslim, died in retaliatory 
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riots that followed the killing of over 50 
people, mainly Hindus, in a train carnage 
in Godhra. The state was run, then as now, 
by the BJP). As a result, the ssp will find it 
hard to cross that threshold—25% of the 
vote—ifit sticks to its staunch Hindu agen- 
da. Any further stridency and it loses more 
support than it gains. 

This is because Hindu voters, although 
they dominate India, have diverse views 
and needs. Nearly four out of five Indians 
are nominally Hindu, but parties like the 
BJP cannot count on substantially more 
than a quarter of them for support. As its 
positions become more extreme, the likeli- 
hood of getting new supporters decreases 
significantly. Some Hindutva leaders like 
to stir passions against Muslims, but that’s 
not easy. 

While Indian secularism has its flaws, 
it is an ingrained characteristic today. In- 
dians are proud of the fact that India has 
a Muslim President (Abdul Kalam), a Sikh 
Prime Minister (Manmohan Singh), anda 
foreign-born Catholic (Sonia Gandhi) 
heading the parliamentary board of the 
ruling coalition. It is a country where two 
leading globalizing companies, Cipla Phar- 
maceuticals and Wipro Systems, are 
founded by Muslim entrepreneurs; where 
Muslim artist M.F. Husain is the leading 
painter and Zakir Husain one of its finest 
musicians; where millions revere Muslim 
Bollywood stars like Amir Khan, Shah- 
rukh Khan and Salman Khan; and where 
millions more cheer cricketers like Mo- 
hammed Kaif and Irfan Pathan. 

After having enjoyed the trappings of 
power, the BJP is realizing the difficulty of 
advancing its divisive agenda without 
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alienating coalition partners. Some BJP 
leaders think it makes strategic sense to 
moderate its stance. At a party conclave 
earlier this year, Sudheendra Kulkarni, 
onetime adviser to Mr. Vajpayee and now 
adviser to Mr. Advani, wrote a paper chal- 
lenging the Bsr to accept the reality. He 
argued that the BJP should express re- 
morse over the mosque destruction of 
1992. Many vilified him promptly. 

But after that, Mr. Advani said some- 
thing similar while visiting Pakistan. Mr. 
Advani’s apparent transformation is inter- 
esting: Babri Masjid was razed in his pres- 
ence. He has expressed regret over the 
demolition, and has now done so again in 
Pakistan. 

In the case of Ali Jinnah, again, Mr. 
Advani is not the first to recognize his sec- 
ularism. Jinnah had Western tastes, mar- 
ried a non-Muslim, reportedly liked pork, 
and drank alcohol. Indians saw that as a 
sign of hypocrisy, particularly when they 
compare him with their own austere, tee- 
totaler, vegetarian, nonviolent leader, Mo- 
handas Gandhi. To be sure, Jinnah had 
little time for Gandhian piety. But as his- 
torian Patrick French has recently argued, 
Jinnah used communal antagonism as a 
political bargaining tool in his negotia- 
tions with the Congress Party, and he 
failed to foresee the bloodshed and migra- 
tion that might follow from it. 

While Gandhi is viewed as a hero in In- 
dia, Jinnah is often seen as the villain. 
This did not stop Mr. Advani from singling 
out a preindependence speech Jinnah de- 
livered, in which he said Pakistan should 
be the home of people of all faiths, that 
faith should be a personal matter, and that 
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people should be judged as citizens of the 
state. In doing this, Mr. Advani was pos- 
sibly trying to show how much Pakistan 
has deviated from that vision—as well as 
to remind Indians how much they may 
have misunderstood Jinnah. Mr. Jinnah’s 
exact words were: 


You are free to go to your temples. You 
are free to go to your mosques or to 
any other places of worship in this 
State of Pakistan. You may belong to 
any religion or caste or creed; that has 
nothing to do with the business of the 
State.... You will find that in the course 
of time Hindus will cease to be Hindus 
and Muslims would cease to be Mus- 
lims, not in the religious sense, be- 
cause that is the personal faith of each 
individual, but in the political sense as 
citizens of the State. 


These aren’t the words of a fundamen- 
talist. Mr. Advani was shrewd to bring 
them up. Ifthe BJP hopes to return to pow- 
er, it cannot do so on Hindu nationalism 
alone. Saffron flags are good for rabble- 
rousing, but as the Nobel laureate Amartya 
Sen points out in his new book, The Argu- 
mentative Indian, its core support base is 
small, 

There are other pragmatic leaders 
within the BJP; ones who'd like to continue 





economic liberalization and seek the ad- 
vantages of globalization. Arun Shourie, 
who ran the privatization program, is one 
such leader. Jaswant Singh, who has han- 
dled important ministries, is another one. 
If the BJP genuinely moderated itself, it 
would fundamentally alter Indian politics. 
The BJP is nationalist, but there are shades 
of nationalism at work here. There are 
hard-headed nationalists who see India as 
a great power (witness the U.N. Security 
Council campaign); economic liberals who 
would like to see privatization and less 
control exercised by the state (as in the 
fine work of Mr. Shourie), and religious 
and cultural nationalists (like Mr. Joshi) 
who with their allies want to remind Mus- 
lims that they are a minority, and who 
want to oppose foreign influence in India, 
ranging from potato chips to fashion 
shows. 

There are huge internal contradictions 
within the BJP, and with the cementing 
force of electoral victory gone, differences 
are more visible. Unless they are addressed, 
the BJp—and the Hindutva movement— 
may weaken. A clean break with the fun- 
damentalists would be good for India. The 
country needs a conservative, market-ori- 
ented party which could put pressure on 
the current government, whose attempts 
to continue to liberalize India are hobbled 
by its left wing. = 


| Less Saffron, More Spice Bj 


oa AFGHANISTAN <= 








Afghanistan’s 
Uncertain Future 


by Tom Coghlan 





HE CAMPAIGN POSTER 
that seems to adorn the 
back window of every 
taxi in Kabul promises 
“A new politics for anew 
world.” And in the run-up to Afghanistan’s 
first parliamentary elections in 30 years, it 
is all too easy to buy into this positive mes- 
sage. The posters belong to the campaign 
of Sabrina Sagheb, an attractive 25-year- 
old and the youngest woman standing in 
the election. Not surprisingly, Ms. Sagheb, 





a liberal woman with charisma and intel- 
ligence who speaks fluent English and 
looks like a Bollywood leading lady, has 
become the darling of Western reporters 
looking for a “feel good” election story. 

However, inspiring though she may be, 
Ms. Sagheb is hardly representative of Af- 
ghanistan’s “new politics.” Indeed, such a 
mindset barely exists in the country. The 
real prospects for Afghanistan’s new par- 
liament are much more sobering. 

While the Western powers that hold the 


reconstruction purse strings have been the 
prime movers in Afghan politics since 2001, 
the new parliament will provide a platform 
for challenges from the ranks of heavily 
bearded men whose stern features stare out 
from campaign posters across the country. 
Alarmingly, it is figures from Afghanistan’s 
bloody past who are likely to gain renewed 
prominence in the months to come. These 
include men such as Abdul Rasul Sayyaf, 
the leader of Ittehad-i-Islami B’rai Azadi-i- 
Afghanistan and an archconservative. 
The leaders of the old mujaheddin par- 
ties have been able to expend huge re- 
sources on their campaigns, both in terms 
of money and the party organizations they 
can call on. These structures are rooted in 
the armed militias which they now dubi- 
ously claim to have disbanded. High-pro- 
file mujaheddin leaders like Mr. Sayyaf, 
Younus Qanooni or Burhanuddin Rabbani 
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seem certain to get elected. For less high- 
profile candidates, the electoral system 
chosen has made the election process high- 
ly unpredictable. The single nontransfer- 
able vote system may be simple and 
transparent for voters. But the 34 multi- 
seat constituencies make it difficult for po- 
litical parties to organize their supporters 
so as to divide their votes amongst several 
party candidates standing in the same 
province. Party affiliations have also been 
banned from the ballot, a measure more 
commionly found in military dictatorships 
like Pakistan. And it doesn’t help that the 
majority of the electorate is illiterate. 

The result will be, in the words of the 
International Crisis Group’s highly critical 
report on the electoral system, “a lottery.” 
And that appears to have been the aim of 
Hamid Karzai and advisers—a weak and di- 
vided parliament. Nascent political group- 
ings have little or no chance of overcoming 
these hurdles. Long-established parties 
will probably fare only a little better. 

Two days before the poll, the head of 
the European Commission’s observation 
mission to the elections, Emma Bonino, 
predicted that the system was unlikely to 
produce a sustainable form of political de- 
bate or a healthy political life. “It’s not easy 
to run a fragmented parliament, and I don’t 
think it will facilitate the governability of 
the country,” she said. If a splintered par- 
liament is the result, the danger is that 
those marginalized by it may turn again to 
extralegal means of seeking power. 

The presence of large numbers of lead- 
ers of armed militia groups on the ballot— 
approximately 210 of them, the Afghan 
Human Rights Commission estimates— 
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has done nothing for the credibility of the 
poll, given that the election rules explic- 
itly forbid them from running. The exclu- 
sion of a few dozen candidates late in the 
process was, in the eyes of most Afghans, 
a completely inadequate response. 

Even though polls suggest that Afghans 
deeply dislike such figures, many of them 
are likely to be elected because they offer 
local patronage to voters, often financed 
by drug money, and sit at the top of tribal 
structures. Voting, particularly in the 
provinces, is usually decided at the com- 
munity or tribal level by groups of elders, 
and reports of intimidation have come in 
from many parts of the country. 

“I do fear that a large number of com- 
mander candidates will get in,” said one se- 
nior European diplomat, speaking on 
condition of anonymity. “And an even larg- 
er number of ex-mujaheddin figures will 
get in.” However, the view taken by Mr. 
Karzai and his Western sponsors appears 
to have been that it is better to have these 
figures on the ballot and, therefore, “inside 
the tent pissing out” as one diplomat put it, 
rather than the other way round. 

The ex-mujaheddin control the way 
their part in Afghan history is perceived. 
They are the holy vanquishers of the Rus- 
sian superpower. They claim they are not, 
as many ordinary Afghans perceive, the 
exploiters and pillagers of the subsequent 
civil war. Popular demands for war crimes 
trials are likely to be headed off by an am- 
nesty law in the parliament. 

Malalai Joya, a young female delegate 
at the 2003 Constitutional Loya Jirga 
(grand council) in Kabul who was bold 


enough to question the right of the former 
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mujaheddin to rule the country, faced 
death threats and charges that she was an 
infidel and a communist. This atmosphere 
is likely to persist in the new parliament. 

So too is a deep conservatism regarding 
the place of Islam within the constitution. 
Article Three of the draft constitution en- 
shrines Islam at the center of Afghan gov- 
ernance and permits nothing contrary to 
Islamic Sharia law. That reflects the reli- 
gious sentiments ofthe majority of Afghans. 
But there are many candidates with links 
to hard-line groups such as Hizb-e-Islami, 
Jamiat-e-Islami and the old Taliban gov- 
ernment who would like to see the reintro- 
duction of the sort of extreme religious 
legislation that existed under the Taliban. 

“Article Three is the only one I like in 
the Constitution,” Maulvi Kalamuddin 
Mohmand, the former Taliban Deputy 
Minister for the Promotion of Virtue and 
Prevention of Vice, told me recently. He is 
standing as an independent candidate in 
Loghar province. “The government is not 
following the constitution by failing to en- 
force these things.” 

It is not yet clear how voting will be 
conducted in the parliament, but the Con- 
stitutional Loya Jirga of 2003 showed that 
where voting is done by a show of hands, 
delegates appeared to feel pressured to- 
ward greater religious conservatism. Such 
pressures could lead to the sort of self-cen- 
sorship that is so obvious in the press and 
politics of neighboring Pakistan. “I think 
there will be attempts to limit press free- 
dom,” says Dad Noorani, editor of the 
weekly magazine Taraki. “There will also 
be an increase in anti-Western legislation. 
The mujaheddin may try to change the 


constitution to protect their status and ban 
criticism of them.” 

Much will depend on the continued 
role of the clergy in Afghanistan’s Supreme 
Court, which is currently the preserve of 
Mr. Sayyaf’s close ally, archconservative 
Chief Justice Fazel Hadi Shinwari. Itis ru- 
mored that President Karzai has cut a deal 
with Mr. Sayyaf which would see Mr. 
Shinwari stay in the role in exchange for 
support from Mr. Sayyaf and other muja- 
heddin leaders such as Jamiat-e-Islami 
chief Burhannudin Rabbani. 

Whatever the composition and tone of 
the new parliament, the challenges facing 
the country remain daunting. The insur- 
gency in the south does not, for now at 
least, enjoy broad popular support. On the 
contrary, most Afghans see the presence 
of the foreign powers as the only insur- 
ance against a return to anarchy. 
Nevertheless, this year the insurgency has 
intensified its attacks. 

It is clear that the Taliban has been re- 
ceiving considerable funding from outside 
the country, and its character is increas- 
ingly that of a cross-border insurgency, uti- 
lizing the lawless haven of Pakistan’s 
tribal territories. The role that the Paki- 
stani government, or elements within the 
government or intelligence service, is play- 
ing in the insurgency is becoming widely 
apparent. “I have been involved in this 
country for many years and I have long re- 
sisted the idea that Pakistan’s ambition is 
to keep Afghanistan in a weak and unstable 
state,” says the senior European diplomat. 
“But I am now forced to conclude that that 
is indeed the case.” Certainly there is a sig- 
nificant number of foreign fighters in- 
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volved, and they are primarily Pakistani. 

The Karzai government has pursued a 
program of amnesty with the Taliban with 
only moderate success. And despite U.S. 
hopes that 4,000 of its 20,000 troops de- 
ployed in the country can be withdrawn 
next year, NATO powers evince little appe- 
tite to take up the fight. The Afghan Na- 
tional Army, though a relative success 
story, will not be capable of standing alone 
for several more years. 

Extending the writ of the Afghan gov- 
ernment to the provinces, and most par- 
ticularly the lawless south, remains a huge 
challenge. More worrying than the Tal- 
iban insurgency, however, is the destabi- 
lizing influence of Afghanistan’s enormous 
drug trade and its attendant corrupting in- 
fluence on every organ of state. 

Currently, the Afghan government's re- 
sponse to soaring levels of corruption 
reaching all the way to cabinet level is an 
anticorruption unit running on a budget of 
$200,000 a year. When the average civil 
servant earns $50 a month, and a cabinet 
minister $2,000, there is little hope that 
they won’t be tempted by the allure of an 
illegal drug industry worth $2.8 billion a 
year. To help address this, the U.S. is due to 
give the Afghan National Police an infusion 
of $1 billion in the coming year. 

It seems unlikely the parliament will 
act as a counter to corruption. “I don’t 
think that the parliament will bring pres- 
sure on the central government to clean up 
its act,” admits one Western diplomat. 
“Rather, I fear it is likely it will become 
corrupt itself.” 

The question of interethnic tension 
bubbles quietly beneath the surface of Af- 
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ghan politics, but it would be naive to think 
that after the barbarities of Afghanistan’s 
civil war it has gone away. The minorities 
in the north remain very uncertain about 
the future direction of Afghanistan and the 
intentions of the Karzai government and 
international community. However, an im- 
proving economic situation gives cause for 
optimism. “I think that in the parliament 
there will be lots of talk of ethnicity,” says 
Mr. Noorani. “But outside the parliament 
people are tired of this. As the infrastruc- 
ture of Afghanistan is improving, ethnic 
tensions are being reduced by regional mi- 
gration and commerce. It binds people 
through mutual interest and benefit.” 

For the international community, the 
problem is one of stamina. Afghanistan 
will require successive, enormous alloca- 
tions of resources for another decade. Gov- 
ernment tax revenues this year were $330 
million, mainly from import duties through 
Herat. If the government wishes to start 
imposing taxation on its citizens, it must 
first put together an uncorrupt judiciary 
and police force. Reliable civil institutions 
are years away, and local corruption re- 
mains an impediment to the internal in- 
vestment the country desperately needs. 
Kabul may be booming, but outside the 
capital the reconstruction effort is only just 
beginning to make an impact. 

Much ground has been covered since 
the Bonn Accords of 2001. But as the parlia- 
mentary elections mark the end of the pro- 
cess set down in the agreement, it is clear 
that Afghanistan is still far from the end of 
the reconstruction process. Indeed, to bor- 
row from Winston Churchill, it has barely 
reached the end of the beginning. ti 
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The Year China 
Started to Decline 


- by Bruce Gilley 





HE TURNING POINTS in 
the fall of great powers, 
or would-be great pow- 
ers, are rarely noticed 
when they occur. In- 
deed, it is often when the rise of a new 
power seems unstoppable that the signs of 
change first emerge, and only in hindsight 
are they widely acknowledged. 

For instance, the historian Paul Ken- 
nedy pinpoints 1885 as the point of inflec- 
tion in the United Kingdom’s global power 
status in his 1988 book The Rise and Fall of 
the Great Powers. This was atime when all 
were proclaiming that Britannia ruled the 
‘waves, but when social and political ossi- 
fication at home curtailed Britain’s ability 
to maintain a liberal internationalist role 
in the world system. The Soviet Union’s 
stumble as a great power arguably oc- 
curred when it clamped down on pro-de- 
mocracy demonstrations in Prague in 
1968, even though the Cold War continued 
for another two decades. Japari’s woes be- 








gan with a series of ill-advised overseas 
acquisitions of American companies in the 
early 1980s. 

China, that most-watched of potential 
great powers, may have reached that great 
turning point this year. The signs were ev- 
ident this month in President Hu Jintao’s 
visit to the U.S. for a United Nations Gen- 
eral Assembly. 

The background to the visit was like 
the weeks leading up to a debutante’s coni- 
ing-out ball. In the three years since Chi- 
nese President Jiang Zemin visited the 
U.S. in 2002, China’s emergence onto the 
global stage has been rapid and widely 
heralded. Chinese companies began a se- 
ries of aggressive acquisitions abroad, the 
most ambitious of which, an $18.5 billion 
takeover bid for Unocal by a Chinese state 





es Mr. Gilley is a former contributing editor of 
the REVIEW and an adjunct professor of inter- 
national affairs at New York’s New School Uni- 
versity. His is the author of China’s Democratic 
Future (Columbia, 2004). 


e ee oe ee ee 


~ 


company, failed because of opposition in 
the U.S. Congress. Books were pouring off 
the presses in America proclaiming Chi- 
na’s rise to great power status, and Chi- 
nese leaders were invited to the G-8 
summit in Scotland. 

Then why see Mr. Hu’s visit as a sign of 
decline rather than triumphant entry? 
Great powers have two things that under- 
pin their status in the world system, which 
can, for simplicity’s sake, be described as 
the hardware and the software of a great 
power. 

The hardware consists of a military 
and economic might that girds global in- 
terests and capabilities, as well as a politi- 
cal infrastructure at home that can deploy 
that power in an effective way. The soft- 
ware consists of a moral and political sua- 
sion over other states and peoples that 
depends on an acceptance of a state’s in- 
ternational power as legitimate, that is, 
consistent with some overarching if shal- 
low shared norms and understandings. 

In fact, China’s great power capabili- 
ties were on the decline by the time Mr. Hu 
visited New York for the U.N. meetings. 
The political dynamics of a planned sum- 
mit with U.S. President George W. Bush 
(sidelined by Hurricane Katrina) were 
most revealing of China’s lack of soft pow- 
er. The Bush administration, seeking to 
grapple with this perceived new competi- 
tor for global influence, proposed a serious 
private discussion between the two lead- 
ers at the Crawford Ranch in Texas. The 
Chinese would have none of it. What they 
wanted was a 21-gun salute and a formal 
state dinner at the White House. For 
Beijing, there was to be no clash of civili- 


zations; no face-off of Asian values versus 
the West. The Chinese regime did not rep- 
resent a civilization, much less a coherent 
ideological alternative to the modernity of 
open societies found in the West and else- 
where in the world. The Chinese knew this 
more than the Americans. Mr. Hu’s quest 
after pomp and circumstance rather than 
substance signaled the hollowness of Chi- 
na’s soft power. 

Interms of its international soft power, 
China could easily take the lead in a new 
effort for global development in poor coun- 
tries. In Mexico, on his way to the U.S., Mr. 
Hu told the country’s Senate, “The world 
can truly achieve peace, stability, and pros- 
perity only if developed countries and de- 
veloping countries enjoy common 
development.” 

Strategic thinkers in China recognize 
that China’s international status was high- 
est in the 1950s when it promoted “South- 
South” cooperation. But China itself has 
no new ideas on this. Leadership has shift- 
ed to Tony Blair’s Commission on Africa 
and U.S. think tanks like the Earth Insti- 
tute and the Gates Foundation, which in 
2005 proposed the important long-term 
ideas on global development efforts. China 
found in 2005 that it could not lead this 
movement, despite its obvious credentials, 
because it lacks the necessary ideas to 
make its actions legitimate. 

The year 2005 was also'a time when the 
overblown fears or hopes, depending on 
your point of view, of a rising Chinese eco- 
nomic juggernaut were beginning to ap- 
pear quaint, much like those earlier heard 
of Brazil, Japan, and Russia. The Econo- 
mist magazine, which in July carried an 
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article with the title “How China Runs the 
World Economy,” quickly backpedaled by 
September with an article on “The Myth of 
China Inc.,” pointing to the deep structur- 
al problems with the Chinese economy— 
especially its bureaucratic control of state 
‘companies and the financial sector. 

Looming in the background of all this 
was Taiwan—nobody forgets how “impe- 
rial overstretch,” to use John F. Kennedy’s 
phrase, was evident in the Soviet Union’s 
long and failed invasion of Afghanistan or 
Nazi Germany’s war on Europe. China has 
been preparing itself for an irredentist war 
on Taiwan, and the armament for that 
conflictstands as the biggest obstacle to its 
wider influence in Asia. Taiwan may be 
the Afghanistan or Chechnya of China’s 
great power decline. 

Similarly, China’s L anger 


at Japan, largely self-created, stood in the- 


way of its regional great power ambitions 
in 2005—signaled when Mr. Hu’s staffers 
made clear at the U.N. meeting that Beijing 
would support India’s bid for a Security 
Council seat only if it severed its link to the 
bid by Japan, Germany, and Brazil. That is 
a nonstarter, and China knows it. 

Of course, not all decline is terminal. 
When the American economist Mancur 
Olson wrote The Rise and Decline of Na- 
tions in 1982, Western countries had expe- 
rienced more than a decade of slow growth 
and political crisis. New York City was 
bankrupt and the United States had been 
humiliated by a hostage crisis in Iran. Brit- 
ain was crippled by coal-mine strikes and 
Irish terrorist attacks. It was perceived as 
so weak that a group of Argentinean gen- 


erals invaded its Falkland Islands territory 


expecting London to fold. 

© Mr. Olson saw it all continuing, leading 
to a terminal decline of the West. He did, 
however, sound a note of hope: “Suppose 
that the message of this book was passed 
onto the public through the educational 
system and the mass media. There would 
then be irresistible political support for pol- 
icies to solve the problem,” he wrote. What 


‘Mr. Olson was saying, though he did not 


spell it out explicitly, was that a free society 
with democratic institutions can make use 
of those structures to learn from its mis- 
takes and right its ship. That’s just what 
happened. Sound economic policies and a 
rebuilding of military capabilities began in 


` both countries, first under Margaret 


Thatcher and then Ronald Reagan. The 
U.K. has regained much status, and the U.S. 

has, so far, confounded predictions of de- 

cline. Both owe these resuscitations to their 

open and self-critical political systems. 

So might China arrest the signs of its 
premature decline? Within the country, 
experts have no illusions about the state of 
their economy—the only heady optimists 
these days are found in the West. Serious 
efforts are being made to address problems 
like environmental devastation, corporate - 
misgovernance, financial distortions, rural 
poverty and fiscal imprudence. There are 
also sober voices in the military, in partic- 
ular warning about the consequences of 
war with Taiwan. 

The problem is that in the system as 
presently constituted, these voices of self- 
correction—which in a democracy are loud 
and influential—are getting drowned out 
by Chinese leaders who are drunk on West- 
ern acclamations of China’s coming great- 
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power status, and are accountable to no 
one at home. Mr. Hu’s presidency, actually 
his stint as party chief, represents a rare 
opportunity in China’s history—the last 
time since perhaps the Ming dynasty— 
when rising economic and military capa- 
bilities could. translate 
great-power status with the sort of internal 
political reforms necessary to deploy that 
power and add a soft power gloss to it. In- 
stead, Mr. Hu has presided over the steep- 
est repression of dissent and pluralism 


into real 


since the 1989 Tiananmen Square massa- 
cre. He is a Leonid Brezhnev, not a Chiang 
Ching-kuo. 

Without internal reforms, China’s great 
power status can be fleeting at best. We 
may see its putative rise continuing for 
several more years, and it will be celebrat- 
ed in earnest with the 2008 Beijing Olym- 
pics. Yet in retrospect, historians will look 
back at the march of events to see the mo- 
ment where China’s rise turned to decline. 
The year 2005 may be that time. - ml 





| The Year China Started to Decline ` |35 | 


ovo MALAYSIA c= 








The Perils of 
Pro-Malay Policies 


by Edmund Terence Gomez 





HOULD MALAYSIA ONCE 
again turn to affirmative 
action to promote social 
justice and the develop- 
ment of a Malay busi- 





ness class? 

Hishamuddin Hussein, minister of edu- 
cation and leader of the youth wing of the 
United Malays National Organization, has 
stirred up this longstanding debate with a 
call to renew explicit policies of positive 
discrimination on behalf of Malays. How- 
ever, Malaysians need to consider whether 
such policies would primarily benefit uMNo, 
rather than the country as a whole. Even 
though the country has made great strides 
in expanding economic opportunities since 
affirmative action was adopted 35 years 
ago, the heavy price paid in terms of eco- 
nomic inefficiency and lost growth sug- 
gests Malaysia should continue progressing 
toward a more meritocratic society. 

Mr. Hishamuddin’s policy recommen- 
dation that UMNo commit itself to a goal of 


30% Malay ownership of corporate equity 
by 2020 will appeal more to the party 
faithful than to the Malay electorate. This 
makes sense if, as is commonly believed, 
Mr. Hishamuddin aspires to a higher post 
in the party. 

When affirmative action was intro- 
duced in 1970 through the New Economic 
Policy, the 30% goal was supposed to be 
achieved by 1990. But even in 2000, by one 
measure Malay ownership stood at only 
19.1%. So the idea of readopting this goal 
would seem to have a certain appeal as a 
way to make good on an old commitment to 
Malays who have not fully participated in 
their country’s prosperity. After all, the 
NEP’s stated larger objective was to achieve 
national unity by eradicating poverty and 
achieving interethnic economic parity. 

However, the history of the NEP shows 
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that its record of promoting unity is mixed 
at best. Returning to a more interventionist 
form of assistance could have severe conse- 
quences for a more mature and slower 
growing economy. 

The NEP originally entailed govern- 
ment intervention in the economy through 
public enterprises to accumulate capital 
on behalf of the Malays. After 1981, when 
Mahathir Mohamad took over as prime 
minister, he called for the state to retreat 
from the economy and shifted the focus to 
the creation of Malay entrepreneurs. 

Dr. Mahathir’s grand vision was for Ma- 
laysia to achieve fully developed nation sta- 


tus by 2020, with the country’s 


industrialization driven by a new breed of 
internationally recognized Malay-owned 
enterprisés. He argued that the path to this 
goal lay through a process of targeting and 
preferential treatment. The government 
picked potential entrepreneurs and con- 
ferred on them—without open tender—con- 
cessions like licenses, contracts and 
privatized projects, financed by loans from 
banks owned by the government. 

The tripartite link between the govern- 
ment, private capital and financial institu- 
tions would aid the rapid rise of 
well-diversified conglomerates. Dr. Maha- 
thir was not wrong. By the mid-1990s, his 
dream of well-entrenched, influential Ma- 
lays in corporate Malaysia was a reality. 

Dr. Mahathir did it his way, but not 
without the aid of his close ally, business- 
man Daim Zainuddin, who he appointed 
as finance minister in 1984. For both men, 
the Kuala Lumpur Stock Exchange, now 
renamed the Bursa Malaysia, constituted 
another key avenue for the creation of Ma- 





lay conglomerates. Their chosen clients 
would inject the government concessions 
they received into a company that would 
be involved in corporate maneuvers like 
shares-for-assets swaps and reverse take- 
overs to capture control of quoted firms. 
Mr. Daim, who had little grassroots 
support, depended on Dr. Mahathir for all 
his political appointments—as UMNO trea- 
surer, finance minister, and later, as gov- 
ernment economic advisor, a post 
specifically created for him. Mr, Daim was 
seen as the most powerful figure in the 
corporate scene, as his business associates 
rapidly gobbled up Malaysia’s leading 
privatizations. Mr. Daim’s protégé, Halim 
Saad, for example, secured in 1990 control 
of the UMNo-owned multibillion ringgit 
privatized North-South highway project, 
and swapped it for majority ownership of 
Renong, a moribund but quoted company. 
Within half a decade, Renong emerged 
as the leading Malay-owned conglomerate, 
with a place among the top 10 publicly list- 
ed companies. Although just one of many 
well-connected quoted firms, Renong was 
the symbol of Dr. Mahathir’s success in 
creating a class of “new rich” Malays 
through selective government patronage. 
But it was also widely alleged that 
through the NEP, uMNo had found a mech- 
anism to implement policies, regulate mar- 
kets and distribute concessions to serve its 
vested interests. Mr. Daim’s influence in 
government and business was a major rea- 
son for a deeply fractious UMNO election in 
1987 that almost led to Dr. Mahathir’s fall 
from power. UMNO subsequently splintered 
into two groups, with the losing faction al- 
lying itself with opposition parties to forge 
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coalitions that seriously threatened to un- 
seat the Barisan Nasional coalition govern- 
ment during the 1990 general election. 

Not long after Dr. Mahathir’s protégé, 
Anwar Ibrahim, had replaced Mr. Daim as 
finance minister in 1991, he too was mired 
in controversy. Mr. Anwar was alleged to 
have practiced patronage, not to enrich 
himself, but to develop his power base in 
UMNO by creating his own breed of politi- 
cians-cum-businessmen to accelerate his 
rapid ascent up the party hierarchy. The 
use of money in UMNO elections subse- 
quently intensified, creating what Dr. Ma- 
hathir later called a “culture of greed.” 

Although Dr. Mahathir and Messrs. 
Anwar and Daim all exercised control over 
the distribution of government conces- 
sions, the different reasons why they se- 
lectively patronized businessmen had a 
significant bearing on corporate Malaysia. 
Since Mr. Anwar’s allies were politicians 
who had ventured into business principal- 
ly to fund their political activities, their 
style of business was less productive, with. 
many of them showing little capacity to 
build on their concessions. No Malay busi- 
nessman linked to Mr. Anwar emerged as 
a major corporate figure by 1998, when he 
was sacked as deputy prime minister. 

Dr. Mahathir, for his part, distributed 
concessions much more selectively, and 
also to non-Malays, especially during the 
1990s after he had strengthened his posi- 
tion in UMNO. The prime minister had a 
genuine belief in his ability to pick “win- 
ners” who would help him fulfill his vision 
of creating Malaysian industrialists. 

It was unclear if his closest business as- 
sociates, now corporate captains, were 
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running enterprises ultimately owned by 
them, or Mr. Daim, or UMNO. This com- 
plexity of political-business links is re- 
flected by one key issue. There is no 
evidence that Dr. Mahathir and Mr. An- 
war were corrupt, legally speaking. Even 
when Dr. Mahathir used the entire pros- 
ecutorial machinery at his disposal to try 
to convict Mr. Anwar of corruption, no ev- 
idence was presented that could stand up 
in court to substantiate the charge. 

When they resorted to selective pa- 
tronage, Mr. Anwar did so primarily to se- 
cure the premiership, while Dr. Mahathir 
was driven by his longing to accomplish 
his economic goals. Both failed. Dr. Maha- 
thir’s legacy is in tatters, with little to 
show for his vision. Mr. Anwar has admit- 
ted his folly and now talks of reforms, in- 
cluding a new agenda for Malaysia that 
transcends racial barriers. 

It was the currency crisis in 1997 that 
exposed the true extent of problems with 
political-business ties. Since the rise of 
well-connected businessmen was linked 
to the patronage of influential politicians, 
their fortunes closely depended on wheth- 
er their patrons remained in power. After 
Mr. Anwar was removed from office, most 
businessmen associated with him strug- 
gled to protect their corporate interests. 
Similarly, when Mr. Daim fell out of favor 
with Dr. Mahathir, the corporate chief- 
tains he supported were divested of their 
assets and some came under investigation 
for corruption, though none have yet been 
prosecuted. 

Prominent businessmen have lost con- 
trol of large, in some cases even thriving, 
enterprises, after falling out with key lead- 
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ers. Inevitably, businesses owned by those 
well-connected to the three leaders quick- 
ly dropped off the list of top 100 publicly 
quoted firms. 

By 2000, the government had majority 
ownership of seven of the 10 largest KLSE- 
listed firms, an indication of the failure of 
privatization. These enterprises included 
the two largest domestic banks, two priva- 
tized utility companies, a shipping line and 
a gas producer. The other three firms in the 
top 10 were Chinese-owned. None of these 
10 companies was owned by a Malay, and 
none was involved in the industrial sector. 

The government’s failure to develop 
Malay entrepreneurs was due to the prac- 
tice of selective patronage involving easy 
access to loans and other privileges. Indi- 
viduals benefiting from selective patronage 
appeared to be more concerned with creat- 
ing highly diversified conglomerates than 
their corporate groups’ gearing imbalances 
and lack of business focus. It was the gov- 
ernment’s failure to check and discipline 
this style of growth that contributed to the 
rapid collapse of these firms when the cur- 
rency crisis occurred. Moreover, the sub- 
servience of well-connected businessmen 
to their patrons meant that their corporate 
decisions were often influenced by politi- 
cians and affected by political crises. 

Dr. Mahathir and Mr. Anwar have 
learned the lessons of selective patronage, 
and have publicly cautioned that treading 
down that path again would only serve to 
hinder Malaysia’s economic progress, But 
since these two powerful men are now 
consigned to the political margins, their 
views are largely unappreciated or ignored 
by umno members, possibly because of the 
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culture of greed that has come to.charac- 
terize the party. 

This was evident during the last UMNO 
general assembly in July 2005 when the 
Minister of International Trade & Indus- 
try, Rafidah Aziz, was heavily criticized 
for dispensing to a select few companies 
approved permits to import motor vehi- 
cles. UMNO members lamented not the 
practice of targeting individuals as benefi- 
ciaries of the APs, but that they were not 
the people who were targeted. 

The problem here is not that UMNO 
members are unaware of the lessons of 
their own past. The real tragedy is that, 
comfortable with UMNo’s sweeping victo- 
ry in the 2004 general election, they have 
chosen to ignore these lessons. The kind 
of racial targeting that UMNO is proposing, 
history suggests, will lead to politicians 
usurping concessions created by the gov- 
ernment for all Malays. 

Malaysian history also shows racial 
targeting has the capacity to seriously di- 
vide UMNO, contributing to persistent al- 
legations of corruption that eroded public 
trust in the party, creating serious intra- 
Malay class differences. Vast amounts of 
resources have been wasted. Had ‘these 
funds been deployed transparently and 
based on merit, they would have generated 
a far stronger enterprise culture. 

Malaysia may have been able to absorb 
such losses in the 1990s when the economy 
registered high growth rates, But it is un- 
likely that similar conditions can be repli- 
cated today. Another round of affirmative 
action could seriously harm the economy, 
as well as undermine efforts to promote 
social justice and national unity. = 
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New Pope, Old 


Story in Beijing 


by Nailene Chou Wiest 





OD’S WILL TENDS to 
work in mysterious 
ways—and certainly not 
as the news media have 
often anticipated. The 
death of Pope John Paul II, who was 
staunchly anti-Communist, sparked hope 
that his successor would stand a much bet- 
ter chance of mending ties with mainland 
China, severed since 1957, But recent de- 
velopments showed that the early opti- 
mism was premature. 

At first, Beijing sent signals that sug- 
gested a rapprochement was within reach. 
For instance, a foreign ministry spokesman 
expresséd condolences for the passing away 





of an important religious leader. Two 
priests were consecrated auxiliary bishops 
of Shanghai and Xian with the blessing of 
the Holy See and with the consent of the 
Chinese government; they were in line for 
succession to lead two of the most dynamic 
dioceses in China. Meanwhile, the new 
pope posed for a picture with disabled pil- 





grims from Hong Kong on St. Peter’s 
Square, and 28 mainland clergymen re- 
ceived special greeting at one of the papal 
general audiences. The rift between the 
Vatican and Beijing on the episcopal ap- 
pointment seemed effectively over. No 
wonder that at the World Youth Day rally, 
a highly qualified remark by the Belgian 
cardinal Godfried Danneels on the pros- 
pect of a “breakthrough” in Sino-Vatican 
relations was quickly taken to mean this 
was imminent. 

However, when Pope Benedict XVI 
nominated four mainland bishops to at- 
tend the October synod of bishops in Rome, 
the Chinese authorities reacted angrily, 
rebuffing the invitation as a plot to play the 
“two China” or “one China, one Taiwan” 
game, and accused the Vatican of callous 
disregard for the old age and frailty of the 
bishops invited. A nameless spokesman, 
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identified vaguely as a “church official,” 
went on to blame the Vatican for “erecting 
barriers” to improving relations. 

It was preposterous to read the invita- 
tion of Cardinal Paul Shan Kuo-hsi, bishop 
of Kaohsiung (in Taiwan), and Bishop Jo- 
seph Zen Ze-kiun of Hong Kong as an eccle- 
siastical conspiracy to split China. Delegates 
from the mainland and Taiwan routinely 
find themselves exchanging greetings at all 
sorts of international conferences. Age and 
health may be a factor for three elderly 
bishops, but Bishop Joseph Wei Jingyi of 
Qigihar is an energetic 47-year-old. The 
strident tone and stale clichés of the Chi- 
nese statements served as a reminder of the 
gulf still separating the People’s Republic 
of China and the Holy See. 

Some Chinese Catholics fear that the 
invitation to attend the synod, which be- 
gins on Oct. 2, might be seized on by the 
Chinese Catholic Patriotic Association to 
whip up another round of attacks on the 
Vatican to mark the anniversary of the 
canonization of Chinese martyrs on Oct. 
1, 2000. Beijing protested that some of 
those “saints” were traitors and imperial- 
ist agents. They ask why the Vatican know- 
ingly chose to rub the religious affairs 
mandarins the wrong way by extending an 
invitation to Bishop Wei, a prominent “un- 
dergrourid” bishop not recognized by the 
Chinese government, alongside the open 
church bishops Aloysius Jin Luxian of 
Shanghai, Anthony Li Duan of Xian and 
Luke Li Jingfeng of Fengxiang. 

So is this another example that the Vat- 
ican has not fully grasped the “face” issue, 
like the flap over canonization five years 
ago? Attention to the niceties of “face” is 





probably not Pope Benedict’s strong suit, 
judging from his background as a highly 
cerebral cardinal in charge of doctrinal 
matters. Yet his advisers on state affairs, 
many of whom are seasoned hands in deal- 
ing with the Chinese, have also become in- 
creasingly frustrated over the lack of a 
concrete response to the new pope’s over- 
tures for improving relations. 

As enthusiasm in the media, and even 
among the people within the Church, to 
cash in on the normalization ran ahead of 
reality, irritations on both sides were rising. 
Vatican officials fretted over Sant’Egidio, 
an international Catholic aid group that as- 
sumed a rather high profile as the new 
channel of communication between the 
Vatican and the Chinese government. On a 
junket to Milan to attend World Peace Con- 
ference in November 2004, officials from 
the Development and Reform Commission 
under the State Council came away im- 
pressed by the group’s sharp criticisms 
against the U.S.-led war in Iraq. A few 
months later, Sant’Egidio founder Andreas 
Riccardi received a warm welcome in 
Beijing. The Vatican could not but strenu- 
ously explain that Sant’Egidio was in no 
way authorized to speak for the Holy See. 

The pontifical enthronement of German 
Cardinal Joseph Ratzinger inspired Catho- 
lics from Germany to become more proac- 
tive in nudging the Church in China and the 
Vatican closer together. After attending a 
training course in Germany, 28 mainland 
Chinese Catholic priests traveled to Rome 
where their German sponsors worked 
mightily to seat them in the front row at the 
papal general audience, making it possible 
for Pope Benedict to greet them. 
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Belgian Cardinal Danneels also be- 
came a magnet for attention. His visit to 
China in April was cut short because of 
Pope John Paul’s death. As he made plans 
for a second visit, he was seen as a possible 
conduit for papal messages. 

Amid all the noise and speculation, a 
senior Vatican official told the Union of 
Catholic Asian News in Rome that the 
Holy See believes that “direct negotiations 
are necessary” with the Chinese govern- 
ment to resolve the issues preventing both 
sides from establishing diplomatic ties He 
regretted that the Chinese authorities 
have not shown a willingness to engage in 
face-to-face talks. 

Weariness of the intermediaries was 
reflected in the reception of the State 
Council’s group, which went on its second 
trip to Italy this summer. The members got 
a distinct feeling of being sidelined. 

The Chinese ambassador to Rome, 
Dong Jinyi, has been quite forthcoming in 
interviews with the Italian press in ex- 
pressing the government’s wish to normal- 
ize relations with the Vatican, especially 
under the new pope. But he put the re- 
sponsibility for making the move is entire- 
ly on the Holy See: China is willing to 
normalize relations if Vatican severs for- 
mal ties with Taiwan and promises not to 
interfere in Chinese domestic affairs “in 
the name of religion,” or in other words, 
the appointment of bishops. The Vatican 
has lost patience with these old tunes. 

Switching diplomatic recognition is not 
an insurmountable obstacle. The Vatican 
has long paved the way to move the papal 
nunciature from Taipei, as it withheld the 
appointment of a nuncio since 1980. The 
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day after Pope John Paul’s death, Bishop 
Zen in Hong Kong confirmed that the Vat- 
ican was ready to drop Taipei in favor of 
Beijing. The contention over naming bish- 
ops is largely resolved: most new bishops 
in China seek and receive papal approval 
prior to their consecration, and most bish- 
ops ordained without papal approval have 
since been legitimized by Rome. The ac- 
commodation goes both ways—some “un- 
derground” bishops have also received 
recognition from the government. An es- 
timated 90% of the bishops in the main- 
land are accepted by both the Vatican and 
the Chinese government. So what does 
Beijing really want if they come to the ne- 
gotiation table? 

Church sources say that the Vatican is 
laying its cards on the table. Bishop Aloy- 
sus Jin Luxian of Shanghai, 89, and An- 
thony Li Duan of Xian, 78, are open bishops 
who have “reconciled” with the Holy See. 
They just ordained auxiliary bishops, en- 
dorsed by all sides, as their successors. 
Luke Li Jingfeng of Fengxiang in Shaanxi . 
province, 85, a longstanding bishop of the 
underground church, came to be accepted 
by the government. And Joseph Wei Jin- 
gyi, 47, an underground bishop, is not yet 
recognized by the government. Taken to- 
gether, they represent the Catholic Church 
in China which Pope Benedict wants to 
bring back into the fold. 

The idea is not new. During John Paul’s 
papacy, Vatican Secretary of the State Car- 
dinal Angelo Sodano warmly described all 
the Chinese bishops as “shepherds of the 
Lord.” Pope Benedict has formally pro- 
claimed that all open church and under- 
ground clergy, alongside those in Taiwan 
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and in Hong Kong, are equal as pastors in 
the Universal Church. It is a forward-look- 
ing gesture applauded by most Catholics. 

The official Xinhua News Agency quot- 
ed an unnamed spokesman as saying that 
the Chinese authorities objected to the list 
of invitees to the synod, but the Vatican 
proceeded to release the names of the four 
bishops, well aware that they would not be 
able to attend. Church sources, however, 
say that the Vatican had waited in vain for 
aresponse after presenting the list through 
diplomatic channels to the Chinese gov- 
ernmient. It was not all that surprising giv- 
en the precedent in 1998, when elderly 
Bishop Matthias Duan Yiming of Wanxian, 
who was appointed by Pope Pius XII, and 
his designated successor Coadjutor Bishop 
Joseph Xu Zhixuan were invited to attend 
a special synod of Asian bishops in Rome. 
Both were members of the open church, 
and the invitation was less formal than the 
present one issued by the pope, but they 
failed to obtain exit visas to travel to Rome. 
No explanation was ever given. 

Church sources also lament that the 
Chinese Catholic Church misses out on an 
opportunity to make an impact on the Uni- 
versal Church through their presence in 
the synod, which is held about every three 
years to discuss church affairs. It will bring 
together 250 cardinals and bishops, along 
with some heads of religious orders, but 
only the 36 named by the pope as members 
of the synod have the right to speak and 
vote. Papal nomination is regarded as a sign 
of respect for the individuals named as well 
as for the church and the country from 
which they come. If the four mainland bish- 


ops are allowed to attend, along with the 
two mainland-born prelates of Hong Kong 
and Kaohsiung, Chinese Catholics would 
have proportionately greater representa- 
tion than Catholics in most other nations. 

The upcoming synod marks the closure 
of the year of Eucharist and the discussions 
are likely to touch upon differences in local 
practices. It is the first synod under Pope 
Benedict, and his move on the Chinese 
bishops reflects his characteristic adher- 
ence to the principles that people had ex- 
pected of him. He seems to have found 
accommodation with the episcopal ap- 
pointment “with Chinese characteristics,” 
but he suffered no petulance and angry out- 
bursts from the Chinese Catholic Patriotic 
Association. 

When Cardinal Ratzinger took the 
pontifical name Benedict XVI, many Chi- 
nese Catholics took it as a positive sign for 
the local church because Benedict XV 
championed the ordination of Chinese 
clergy at the start of last century. But for 
historians taking a longer perspective, 
Benedict XIV left his mark on the history 
of the Chinese Church as the pontiffin the 
18th century who drew the line at the con- 
cessions Catholic missionaries could make 
on such customs such as veneration of an- 
cestors and Confucius. As a result of his 
encyclical in 1742, most missionaries were 
expelled from China and the Catholic 
Church went underground for more than 
a century. 

Is Benedict XVI more likely to follow 
his namesake of last century or that of three 
centuries earlier? It is a question that dis- 
quiets China’s 15 million Catholics. W 


| New Pope, Old Story in Beijing | 43 | 








~ THAILAND > 


F3 


UA 
Thailand’s Malaise 
Under Thaksin 


by Pasuk Phongpaichit and Chris Baker 





T’S A BAD idea for a Thai 
prime minister to let 
economic growth fall 
below 5%. History 
speaks for itself. In the 
40 years before the 1997 economic crisis, it 
happened only six times: In 1957 there was 
a coup; in 1971 there was a coup; in 1975 one 
elected government was brought down in 
eight days, and its successor within a year; 
in 1985 there was a failed coup; and in 1997 
there was a “quiet coup” that saw a change 
in prime ministers without an election. 
The only time slower growth didn’t pre- 
cede regime change was in 1974, just after 
a student-led revolution. 

In the first half of this year, the Thai 
economy grew 3.9%, which by Thai stan- 
dards is limping. But this figure is less dis- 
turbing than other structural indicators. 
The trade balance lurched into the red for 
four consecutive months, Inflation spurted 
to 5.6% from 2.5% within six months, The 
baht weakened by 8.5% against the dollar. 





Informal indicators hint that consumption 
has fallen dramatically in the last three 
months. 

Much of the economic slowdown can be 
attributed to outside forces. The Thai econ- 
omy is more sensitive to oil prices than al- 
most any other country in the world. China 
today grabs a lot of the foreign investment 
which might have landed in Thailand a few 
years ago. The tsunami of December 2004 
has stalled growth in tourism, the coun- 
try’s major export sector. Bird flu remains 
arisk for the region. 

But these external factors have been 
magnified by some bad local decisions. 
Through 2004, the government delayed 
tough decisions because of elections due in 
early 2005. It subsidized oil prices on a 
gamble that the world price hike would be 
short-term, resulting in a government debt 


eo Ms. Pasuk and Mr. Baker are authors of 
Thaksin: The Business of Politics in Thailand 
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of $2 billion. It delayed an upward shift in 
interest ratés, contributing to the baht’s 
weakness and swelling consumer debt. 

Most of all, the government pushed 
vote-winning populist schemes when its 
focus should have shifted to investment. 
Consumption has grown over the last four 
years, but it has not stimulated investment. 
For two years, the government has known 
that the public sector must take the lead on 
investment, but action has come slowly. 
There is now a $4 billion program of basic 
infrastructure building, necessary given 
the lack of such spending since the 1997 
crisis. But financing will be more difficult 
given uncertain economic prospects. 

On top of all this, nature is misbehav- 
ing. Parts of the north are inundated with 
floods, while the east and northeast face an 
unprecedented drought. Agriculture is suf- 
fering, and the government is scrambling 
to fill the parched reservoirs supplying the 
Eastern Seaboard Industrial Zone before 
firms have to cut their production. 

Many Thais supported Mr. Thaksin in 
the hope he would translate his own spec- 
tacular business success into national pros- 
perity. In February this year, he said “I will 
increase GpP from 6.5 [trillion] to 9 trillion 
baht. I will increase exports. I will expand 
the markets. Four years ahead, there will 
be no poor people.” The failure of the econ- 
omy to live up to these promises has led to 
arise in political discontent. 

Four main charges are now directed 
against the Thaksin government in the 
more daring corners of the press, on public 
platforms and in coffee-house debate: 

First, the businessmen at the core of his 
entourage have brought the worst aspects 
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of Thai business into government, includ- 
ing cronyism and a get-rich-quick mental- 
ity. In late 2004, a scandal blew up over 
alleged kickbacks for the purchase of bag- 
gage scanners for Bangkok’s new interna- 
tional airport, due to open next year. One 
deputy minister was dropped after the 
stock market watchdog found his family 
company involved in massive accounting 
fraud. Minor scandals have accumulated 
over everything from the government’s 
vote-winning scheme for distributing free 
cows, to grants to local temples from lot- 
tery profits. 

The second charge against Mr. Thaksin 
is that his interference with the annual 
military promotions list is inappropriate 
and damaging to the institution. Mr. Thak- 
sin has tried to accelerate the careers of 
relatives, friends and classmates from the 
time he was a police cadet. This year the 
struggle was fought out in the press over a 
two-month period. Facing internal mili- 
tary opposition, Mr. Thaksin had to drop 
his initial candidate for the army com- 
mander-in-chief. 

After the list was finalized, Prem Tin- 
sulanonda, a former army head and prime 
minister and current head of the king’s 
Privy Council, made his dissatisfaction 
public. The list did not immediately return 
from the palace with the king’s required 
signature of approval. The supreme com- 
mander, Mr. Thaksin’s cousin, stated that 
the list was unchangeable because it had 
the prime minister’s approval, laying him- 
self open to charges that he was oblivious 
or contemptuous of the need for the king’s 
approval as head of the armed forces. 

The third charge is that Mr. Thaksin 
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has undermined almost all the institutions 
established under the 1997 constitution to 
reform Thai politics. Although he prom- 
ised a “war on corruption,” Mr. Thaksin 
seems to have presided over a bonfire of the 
weapons available for such a campaign. All 
the members of the National Counter Cor- 
ruption Commission were obliged to resign 
after illegally awarding themselves a pay 
raise. The Election Commission failed to 
find serious malpractice at the 2005 polls, 
but disqualified three opposition parlia- 
ment members on technicalities, leading to 
charges of bias. 

Jaruvan Maintaka was appointed audi- 
tor-general in 2002 and quickly uncovered 
massive corruption in contracts for the 
new airport, highway construction and 
other projects. Some senators challenged 
that her appointment had been procedur- 
ally incorrect, and the Constitutional Court 
eventually confirmed this. The press then 
built her into a heroine, victimized for her 
zeal as acorruption-buster. The Senate or- 
der appointing Ms. Jaruvan’s replacement 
failed to return from the palace with the 
required royal signature, and Ms. Jaruvan 
stated publicly she would not stand down 
without a royal order. 

The fourth charge against Mr. Thaksin 
is that he cannot solve the unrest in the 
Muslim south, and that the continued 
downward spiral of violence there threat- 
ens to engulf the nation. Mr. Thaksin’s re- 
peated changes in the chain of command 
suggest he is floundering. The govern- 
ment’s hard-line approach has turned the 
majority Muslim community in the area 
against the government and thus allowed 
a moribund insurgency to revive. 


www.feer.com 


Over the last month, these critiques 
have become bound up with the issue of 
the king’s constitutional role. In his an- 
nual birthday speech in December 2003, 
the king said: “I know the prime minister 
does not like to be criticized because crit- 
icism makes us angry.... However, the 
prime minister is responsible for every- 
thing. So he must accept criticism.” In 
2004, one of his Privy Councilors quoted 
the king as saying, “The richer people are, 
the more corrupt.” In late 2004, two Privy 
Councilors criticized the government’s 
handling of problems in the south, and cit- 
ed an alternative three-point approach 
initiated by the king, obliging Mr. Thaksin 
to form a National Reconciliation Com- 
mission to pursue this. In early 2005, some 
Privy Councilors repeatedly appeared at 
seminars talking about the rising trend of 
corruption. 

Last month, a new book entitled Phra- 
ratacha-amnat, or Royal Powers, became a 
runaway best-seller, The book opens with 
an apocalyptic vision of Thailand beset by 
unrest in the south, rising oil prices, rising 
household debt, inflation, arps, drugs, mor- 
al decay, crime, rape and corruption. It 
then analyzes the powers of the Thai mon- 
arch according to the constitution and ac- 
cording to convention. It ends alleging that 
the attempted removal of Ms. Jaruvan as 
auditor-general “pressurizes the king to 
remove a good and honest person.” 

The author, Pramuan Ruchanaseri, a 
former bureaucrat turned politician, said: 
“This country has two options. One is to 
continue to be the Kingdom of Thailand in 
which the prosperity of the country is mea- 
sured not by economic prosperity alone but 
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also by the improved quality of life as sug- 
gested by His Majesty the King, and the 
second option is to become the Thailand 
Co. Ltd. where money is anything and ev- 
erything is money.” In response, Mr. Thak- 
sin told the press his government was 
“100% loyal” to the king. 

Mr. Thaksin’s critics have probably be- 
come more numerous and certainly more 
noisy. But those imagining some rapid 
downfall may be dreaming. For instance, 
for all the huffing and puffing over the mil- 
itary promotions, the list finally went 
through with only a single change. 

The difference between the days when 
poor economic performance meant certain 
downfall and today is that Mr. Thaksin has 
the legitimacy of winning 377 out of 500 
parliamentary seats only eight months ago. 
Although there is some friction among the 
party’s factions, there is no sign of a split 
that would impair the prime minister’s ma- 
jority. The hot issues of the day fascinate 
the political cognoscenti, but not the mass- 
es of the electorate. Opinion polls show lit- 
tle damage to the government’s overall 
support. The opposition Democrat Party 
has begun to recover some standing in 
Bangkok, but has made no dent in the elec- 
toral heartland to the north and east. l 

Mr. Thaksin is reacting to criticism by 
further tightening control over the media. 
Television is totally controlled by govern- 
ment agencies or by Mr. Thaksin’s family, 
and never wavers from enthusiastic sup- 
port for the government. The only critical 
television show was recently taken off the 
air. The government has closed down crit- 
ical Web sites on grounds of national secu- 
rity, and radio stations for interfering with 


air traffic control. The Grammy Entertain- 
ment Group, owned by a close friend and 
business associate of Mr. Thaksin, has just 
acquired the largest stake in Post Publish- 
ing, publisher of the Bangkok Post. In the 
face of public discontent, the firm recently 
abandoned another takeover bid for Ma- 
tichon Group, which owns the major up- 
market Thai-language daily and the leading 
weekly news magazine. The other English 
daily, The Nation, is at risk of a takeover bid 
from the family of Mr. Suriya, the commu- 
nications minister. 

Two other factors are on Mr. Thaksin’s 
side. First is the support of U.S. President 
George W. Bush. Mr. Thaksin paid a 10-day 
visit to the U.S. in September. The second 
factor is the sheer resilience of the Thai 
economy. The fact that only six years out of 
40 saw growth slip below 5% is a measure 
of its long-term dynamism. 

Mr. Thaksin’s current troubles proba- 
bly don’t presage a major political or eco- 
nomic crisis, but rather signal a more 
subtle but no less worrying shift. The 
prime minister promised to deliver both 
higher economic growth and greater so- 
cial equity. In return he demanded the 
right to undermine anything which got in 
his way—including media freedom, atten- 
tion to human rights, constitutional checks 
and balances, and restraints on the use of 
official violence. By an awful logic, as the 
economic promises dissolve, criticism ris- 
es and the government reacts by reinforc- 
ing authoritarian measures in the hope of 
stifling dissent. Even worse, the renewed 
fascination with royal power suggests des- 
peration over the possibility of halting this 
spiral by democratic means. mi 
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Upholding Public 
Disorder 


by Zama Coursen-Neff 





OST TRAVELERS TO 
Papua New Guinea 
have heard ofthe coun- 
try’s high crime rate. 
What they don’t know 
is that many Papua New Guineans are as 
scared ofthe police as they are of common 
criminals. 

International donors should be very 
concerned about this. Poor policing has 
aggravated the rampant law and order 
problems that continue to hurt Papua New 
Guinea’s development and stability. While 
most donors have left policing assistance 
entirely up to Australia, for some issues, 
such as HIV/AIDS prevention, international 
organizations and other governments are 
chipping in. Police violence undermines 
this desperately needed assistance. 

Severe beatings, rape and torture are 
widespread police practices. Teenage boys 
and young men—typed as raskols (mem- 
bers of criminal gangs)—are frequent tar- 
gets, although even politicians’ children 


have been beaten. Boys as young as 12 
years old have described to me being 
whipped on the face with umbrella spokes, 
burned on the back with 8 to 10 inch sticks 
of cured tobacco, beaten with crowbars, 
slashed and shot. These tactics are not hid- 
den—they are business as usual. 

In the five areas of the country I have 
visited to investigate police treatment of 
children, almost everyone I interviewed 
who had been arrested said they were beat- 
en. Many showed me fresh wounds and 
scars that were consistent with their sto- 
ries. Almost everyone else volunteered 
having seen police officers beat someone. 
Doctors and nurses confirmed attending 
cases of people badly injured by police. So- 
cial workers, staff of juvenile detention 
centers, and others working with child de- 


œ- Ms. Coursen-Neff is a senior researcher with 
Human Rights Watch and author of the report, 
“Making Their Own Rules’: Police Beatings, 
Rape, and Torture of Children in Papua New 
Guinea” (September 2005). 
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tainees told me the vast majority of chil- 
dren they worked with were beaten. One 
man told me that police beat him and 
forced him to fight naked with other de- 
tainees in a Port Moresby police station 
when he was 16 or 17 years old. As he put it: 
“We thought it was their job and we just 
had to accept it.” 

Girls and women, as well as boys and 
men, report being raped in the bushes, in 
police cars, in police barracks andin police 
stations—often by more than one officer. 
(This is called “pack rape” or “lineup sex” 
in Papua New Guinea.) Because girls and 
women are rarely charged, tried and sen- 
tenced, their contact with the police is of- 
ten not formally recognized. One woman 
said that in August 2004, police officers of- 
fered her a lift in their car but after she got 
in, they headed in the wrong direction. “I 
was trying to open the door and jump,” she 
explained, “but they said, ‘if you do, we'll 
shoot’ One tore my shirt, then two used 
me. I was scared because they were drunk 
with guns. Then they dropped me out of 
the car. I walked and I was crying then. I 
was sorry for my body.” 

Sexual abuse by police—especially tar- 
geting sex workers and men and boys en- 
gaged in homosexual conduct—may also be 
fueling Papua New Guinea’s burgeoning 
Arps epidemic. Experts believe that at least 
80,000 people—3% to 4% of adults in the 
capital, the highest rate in the South Pacif- 
ic—are living with HTIv, at least half of whom 
are women and girls, They predict that in- 
fection rates by 2010 will easily reach 13% 
of adults. 

Policing is not easy in Papua New Guin- 
ea. Crime rates are high, and the police by 
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no means have a monopoly on violence. 
Other problems include tribal fighting in 
the highlands, and conflicts related to re- 
source development and elections. The 
country’s 5.6 million people speak more 


* than 800 languages. The capital, Port Mo- 


resby, is not connected by road to any major 
city or town, and around 85% of Papua 
New Guineans live in rural areas where po- 
lice presence and authority is limited. In a 
number of regions, police simply do not op- 
erate at all, reflecting the weakness of Pap- 
ua New Guinea’s state institutions. 

Grossly inadequate resources also im- 
pede effective policing. The country still 
has the same number of officers as it did 
30 years ago when the population was half 
its current size. Regular officers are sup- 
plemented by reserve and auxiliary police 
who are particularly poorly trained and 
paid. Police often lack the most basic tools 
to do their jobs, such as pens, notebooks 
and gasoline. The situation is made worse 
by corruption, which in turn fuels the gov- 
ernment’s erratic payment of police sala- 
ries and benefits. The minister of police, 
who has frankly acknowledged the sever- 
ity of police violence, told me that he is try- 
ing to improve police salaries and living 
conditions as a first step towards reform- 
ing the culture of law enforcement. 

In the face of such challenges, even 
government studies conclude that police 
are failing to perform basic tasks. Instead, 
police rely on on-the-spot punishment and 
extracting confessions, including through 
torture. 

Not surprisingly, these tactics are inef- 
fective as well as abusive. A 2004 review 
of the police force commissioned by the 
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minister of police found a serious and ac- 
celerating decline in the force’s success in 
fighting crime. The chances of being ar- 
rested for committing a crime are low, and, 
according to statistics, even lower for more 
serious crimes. Communities outraged by 
police violence refuse to cooperate with 
criminal investigations. Some crime vic- 
tims are afraid to approach the police even 
for help. Women and girls describe being 
asked for sex when they do. A woman told 
me that when she reported to a command- 
er in July 2005, one of his men raped her. 
She did not go back. In a recent survey of 
residents in Port Moresby, more than half 
said they felt less safe when members of a 
mobile police squad were around than 
when they were not. 

There is no question that reducing po- 
lice use of torture, rape, and excessive force 
is necessary for better policing. But to 
achieve that, the Papua New Guinea gov- 
ernment and its international friends have 
to change their approach. Any serious ef- 
fort to stop police violence must include 
three key components: public repudiation 
of police violence by officials; criminal 
prosecution of perpetrators; and ongoing, 
independent monitoring of violence by law 
enforcement officers. 

Given the critical role of international 
donors in funding the police sector in Pap- 
ua New Guinea, a serious effort to eradi- 
cate police violence in Papua New Guinea 
will require a far more active role on the 
part of the international community, and 
not just by Australia. Although not un- 
aware of the problem, donors have not pri- 
oritized police violence-or devised a 
coordinated strategy to stop it. 


Australia, from which Papua New 
Guinea has been independent since 1975, 
remains the most significant and influen- 
tial donor, providing hundreds of millions 
for police assistance. Canberra has ear- 
marked close to $378 million in develop- 
ment aid for the fiscal year 2005 to 2006. 

In 2004, Papua New Guinea and Aus- 
tralia agreed to an Enhanced Cooperation 
Programme worth $618 million in new po- 
lice funding, which deployed.more than 
200 Australian Federal Police to patrol with 
Papua New Guinea police in several cities, 
and provided more Australian technical ad- 
visors to the government. According to the 
minister of police, in the few months that 
the officers were deployed, people started 
reporting more crimes; many ordinary Pap- 
ua New Guineans told me they felt safer 
then. But the Australian police were with- 
drawn in May 2005, following a Papua New 
Guinea Supreme Court ruling that found 
the immunity agreement for Australian po- 
lice unconstitutional. In August, the gov- 
ernments agreed to a much-reduced plan to 
keep the technical advisors, to deploy more 
advisers on corruption, and to send back 30 
Australian officers to provide training but 
not to patrol. This looks far too much like 
past police assistance, which, Australian 
officials admit, has had little or no effect on 
police violence. Indeed, in recent years 
things appear to have deteriorated. The 
minister of police’s 2004 review concluded 
that “discipline is in a state of almost total 
collapse” and that without discipline being 
restored, additional police resources will 
have little effect. 

Why has Australian assistance had so 
little effect on police violence up to this 
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point? One of the most glaring reasons is 
near complete impunity for Papua New 
Guinean officers and commanders who 
participate in, order, or ignore violence. 
The police remain a powerful and inde- 
pendent institution run by the police com- 
missioner; under the constitution even the 
minister for police has no power of com- 
mand over the force. At present, there is 
almost no willingness on the part of the 
police to investigate or prosecute its mem- 
bers. According to the police’s internal af- 
fairs directorate, responsible for public 
complaints against the force, no police of- 
ficers were convicted of crimes and none 
were imprisoned in the first nine months 
of 2004. Although 38 officers were ordered 
dismissed during the same period (not all 
for violence), local stations often do not 
serve or enforce dismissal notices. 

Moreover, internal police investiga- 
tions rely on local officers who often have 
little interest in policing their colleagues. 
The head of internal investigations in Alo- 
tau in Milne Bay province, on the eastern 
end of mainland Papua New Guinea, ex- 
plained how he handled a typical case. A 
14-year-old boy claimed that police as- 
saulted and robbed him, he said, but the 
boy could not name the officers. (Police of- 
ten do not wear nametags.) “If he’s really 
concerned about his case, he should come 
back and assist me with my investigation,” 
the officer told me. “He gave all the work 
to me and went away and expects me to do 
the work. Then I see they’re not concerned 
about the case, so I just sit down.” 


More than half of Port Moresby residents say they 
feel less safe when members of the police are around. 












In some areas, high-ranking officers 
are to blame; it is especially difficult even 
for motivated local officers to investigate 
their commanders. For example, in We- 
wak, East Sepik province, individuals told 
me that the provincial police commander 
personally helped pull down a family’s 
house after arresting the son for breaking 
and entering. 

With little or no penalty for violators, 
and few incentives for good practices, 
training by Australia and others doesn’t 
hold up on its own. Classroom theory by 
itself cannot compete with what officers 
learn on the job. One officer in the Eastern 
Highlands explained to a United Nations 
Children’s Fund/nco researcher in 2004: 
“New recruits get into these practices [us- 
ing women and girls kept in custody for 
sex] having learned from those before 
them.” These practices, he said, are “now 
a ‘tradition’ in the police force” and are 
“accepted as normal by most policemen.” 
The police commissioner told me in Sep- 
tember 2005 that more training is urgent- 
ly needed. If so, he must be willing to hold 
his officers accountable for following it. 

Another problem is the failure to ad- 
dress the overall institutional culture of 
policing methods that encourage strong- 
arm tactics. As a UN staff member working 
closely with the police explained to me: 
“Training that has been developed... 
doesn’t go to the heart of the issue—that 
it’s okay to bash or rape someone. Police 
really believe in the notion that it’s OK to 
burn down someone’s house.” Australia, 
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which does not take a human-rights ap- 
proach to development, has not specifical- 
ly targeted human rights in the more than 
2,000 workshops for police it has funded 
in the last five years, although officials say 
human-rights issues are addressed during 
instruction on other topics. 

At present, government structures ex- 
ternal to the police that might hold police 
accountable and provide victims with re- 
dress have not been effective in diminish- 
ing police violence. Many in the justice 
system, such as judges and magistrates, 
appear to ignore or accept police violence. 
Papua New Guinea’s ombudsman’s com- 
mission, while widely commended for tak- 
ing on government corruption, has a small 
human-rights desk, but as of early Septem- 
ber, the desk was not handling individual 
cases of police abuse. Despite extraordi- 
nary costs to the state, successful civil 
claims fail to deter police violence because 
they are not borne by the police force or 
guilty individual officers. Procedural bar- 
riers also prevent many victims from pur- 
suing legitimate claims. 

An independent monitoring body out- 
side the police force is urgently needed. 
This could be an existing body such as the 
ombudsman’s commission, and the minis- 
ter of police is asking for a police ombuds- 
man to be created within the commission. 
However, this would require providing the 
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ombudsman’s commission with the re- 
sources and power to conduct credible in- 
vestigations, which must, in turn, result in 
prosecutions where warranted. There are 
periodic initiatives to create a human- 
rights commission, and a proposal to re- 
start the process is being drafted. 
However, a human- rights commission is 
likely years away. Responsibility for police 
monitoring should be assigned to an exist- 
ing body in the meantime, and internation- 
al donors should support monitoring 
mechanisms. They should also consider 
providing assistance for the development 
of local human-rights groups with the ca- 
pacity for independent monitoring of po- 
lice violence and agencies that can provide 
services for victims. 

There is a bright spot, however, in the 
juvenile-justice system that an intergovern- 
mental agency, with the support of UNICEF, 
has been creating from scratch. Last year, 
the first juvenile courts opened, and the 
government adopted policies to divert chil- 
dren from detention and halt the current 
standard practice of detaining children 
with adults. On paper, these policies look 
good, officers have been trained, and do- 
nors have provided resources. However, the 
government must now implement these 
policies. A critical component—one that has 
yet to be addressed—will be stopping police 
violence against children. H 











India’s Embattled 


Madrassas 


by Farish A. Noor 





INCE THE DECLARATION 
of the global war on ter- 
ror by the U.S. govern- 
ment, the word madrassa 
has entered public dis- 
course and brought with it a host of asso- 
ciations. From being dubbed the “dens of 
holy terror” to “jihad factories,” this an- 
cient institution has been much written 
about of late, and yet little understood. 
The word madrassa itself comes from 
the root word dars, which means lessons 
given to students. Since medieval times, 
madrassas have been part of Muslim social 
life and are found all over the Muslim 
world. Over the centuries, they evolved 
into distinct institutions that trained 
scholars who would later become religious 
functionaries, bureaucrats, artists and 
tradesmen. One could compare them to 
the religious seminaries that produced 
generations of Jesuits in the West. 





In recent years, madrassas worldwide 
have come under intense public scrutiny. 


In 2002, scores of them that had been set 
up by the Taliban regime were shut down. 
In August, the government of neighboring 
Pakistan formally declared that foreign 
students will no longer be allowed to study 
at the country’s madrassas, while atten- 
dance by foreign students at Indian ma- 
drassas has dropped to a trickle. 

For academics like myself studying ma- 
drassas and their transnational connec- 
tions, our labors have grown increasingly 
difficult thanks to the public hysteria that 
we have had to struggle against. During an 
extended field trip to northern India re- 
cently, I chose to focus my research on two 
madrassas in particular: the prestigious 
Dar’ul Uloom of Deoband, and the equally 
famous Dar’ul Uloom Nadwatul Ulama of 
Lucknow. 

The Dar’ul Uloom of Deoband has at- 
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tracted considerable interest after it was 
revealed that some of the leaders of the 
Taliban movement had been trained in 
smaller madrassas linked to it. The discov- 
ery that some of the young men responsi- 
ble for the London bombings were 
educated at madrassas in the subcontinent 
raised the level of public concern as well. 

My stays in Deoband and the Nadwa of 
Lucknow were not without incident. In 
August, Deoband was once again in the 
headlines thanks to a fatwa issued by a De- 
obandi scholar which declared that wom- 
en’s participation in politics ought to be 
limited. (The fatwa was later retracted, 
though this did little to diminish Deo- 
band’s reputation as a bastion of conserva- 
tism.) Deoband’s rector, Maulana 
Marghoobur Rehman, finally turned to 
the media to defend the reputation of his 
madrassa, which has so far produced more 
than 76,000 graduates and has an alumni 
network that stretches from the United 
Kingdom to Malaysia. It seemed as if the 
Indian media and government were once 
again rediscovering the ancient world of 
madrassas, despite the fact that they have 
been around for centuries—one of the first 
being the madrassa Aalia of Calcutta that 
was set up in 1781. 

India’s madrassas have adapted them- 
selves to the changing political climate of 
the country. When India was governed by 
the East India Company, the schools were 
allowed to continue providing the same 
sort of religious education they had offered 
for centuries. Later, during the Indian up- 
rising of 1857, many of the madrassas stood 
at the forefront of the anticolonial move- 
ment. Following the defeat of the Indian 
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nationalists, India’s Muslim community 
took refuge in their shared religious iden- 
tity. The Dar’ul Uloom madrassa of Deo- 
band was founded in 1866 as an attempt to 
safeguard the cultural legacy and religious 
beliefs of Indian Muslims. 

For much of the 20th century, India’s 
madrassas have offered the country’s Mus- 
lim population an alternative path to edu- 
cation and social advancement. The route 
to the madrassa remains one of two simple 
options available for thousands of young 
Muslim boys in the country: either they opt 
for a rudimentary education in a govern- 
ment school or try their luck at enrolling 
for a place in a madrassa, where they are at 
least provided with scholarships (wazaif) 
and the chance of graduating to become an 
imam at a mosque or Muslim official. For 
many of the boys who end up there, a place 
in Deoband or Nadwa seems like a dream 
come true: “My family comes from Bihar 
and we are poor,” said a17-year old student 
of religious law. “I have six brothers and 
sisters and I am the eldest boy. When I got 
my place in this madrassa, my parents were 
so happy they cried and thanked God. For 
the first time in years I have clean clothes 
and three meals every day!” he told me, 
beaming with satisfaction. 

While it is true that the madrassas of- 
fer what must seem like a golden opportu- 
nity for many of the poor boys who end up 
living behind its walls, there are others 
who insist that they are in need of reform 
and modernization. As Professor Akhtarul 
Wassey of the Jamia Milia University of 
Delhi pointed out: “The contribution ofIn- 
dian madrassas to the education of Indian 
Muslims is beyond doubt. But sadly since 
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the late 19th century, these madrassas 
have failed to evolve in terms of their syl- 
labi and teaching techniques, partly due to 
the fear that any kind of modernization 
might lead to the corruption of traditional 
Islamic learning.” 

The concerns of Prof. Akhtarul are 
echoed by many other Indian intellectu- 
als, academics and politicians. Muslims in 
India make up a substantial minority num- 
bering more than 150 million, and many 
ordinary Muslims happen to occupy the 
lower end of India’s social strata. At the 
same time, India has also witnessed the 
resurgence of the Hindu right, with fiery 
leaders of the Bharatiya Janata Party 
roundly condemning the madrassas as 
hotbeds of fundamentalism and Trojan 
horses for “foreign elements” (an oblique 
reference to Pakistan) constantly attempt- 
ing to undermine the country. 

While the more cosmopolitan and well- 
connected elite of India’s great cities like 
Delhi and Mumbai lament the obvious 
lack of modernization in the madrassa sys- 
tem, those who teach in the institutions 
themselves remain adamant that the ma- 
drassas should not change simply for the 
sake of adapting to the present day. “Why 
should we include courses like business 
studies or modern subjects in our curricu- 
lum?” asked a senior teacher of one of the 
madrassas I visited. “If boys want to learn 
about worldly things then they can enroll 
in any other college or university.” 

These contradictions were evident dur- 
ing my stay at the madrassas. At both Deo- 


“If boys want to learn about worldly things then they 
- can enroll in any other college or university.” 


band and Nadwa, computer labs now sit 
side-by-side classrooms filled with young 
boys learning the traditional techniques of 
calligraphy and book-binding. The Inter- 
net and mobile phones have entered the 
once-sacred precinct of the great Deoband 


madrassa, though breaks in between class- 
es are still sounded by the banging of the 
gong in the main courtyard. English is 
now taught at both madrassas, but so are 
texts such as the Shara-e Aqaid, a 15th cen- 
tury treatise that raises theoretical ques- 
tions such as whether there is only one sky 
above our heads or whether the sky can be 
divided into seven, eight or nine parts. 

Tackling the question of India’s ma- 
drassas is likely to be a highly sensitive 
political challenge. First, while local crit- 
ics of the antiquated teaching methods 
and curriculum exist within the Indian 
Muslim community itself, their efforts to 
modernize these venerated institutions 
have been made even more difficult thanks 
to the undue pressure imposed by the in- 
ternational media and right-wing Hindu 
parties in India itself. Many of India’s 
prominent Muslim reformers have found 
themselves in the difficult position of try- 
ing to persuade the madrassas to alter 
their ways without being summarily la- 
beled as “agents of the West,” or accused 
to caving in to pressure from the Hindut- 
va lobby. 

Second, the present Congress Party-led 
government is now forced to demonstrate 
its commitment to plural democracy on 
the one hand, and curbing the activities of 
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genuine radicals and militants operating 
in the country on the other. While the 
Congress leaders cannot afford to antago- 
nize the Muslim vote, they are also being 
taken to task by right-wing Hindu groups 
that claim they are not doing enough in the 
war on terror. 

Third, any attempt to bring about re- 
form in religious educational institutions 
also has to look at the problems faced by 
the national educational system as a 
whole. In India, as in Pakistan, Malaysia 
and Indonesia, there has been much dis- 
cussion about the weaknesses of the ma- 
drassa educational system. But what the 
governments in all these countries have 
avoided addressing is the more complicat- 
ed issue of the failure of national educa- 
tion in the first place. In a country where 
the state-run schools are underfunded 
and poorly equipped, is it not common- 
sensical for students to turn to other edu- 
cational alternatives? 

Finally, addressing the question of the 
Indian madrassas and their role and place 
in the future raises complex questions 
about Indian identity itself, and whether 
the nation can come to terms with the 
challenges of pluralism in the long run. 
The accusations that the madrassas of In- 
dia are unpatriotic ring hollow when one 
takes into consideration the fact that many 
of the madrassas (including Deoband) 
have always been pro-India, and that many 
of the leaders of the Deoband movement 


actually opposed the partition of India and 
the creation of Pakistan. 

Nonetheless, it also has to be conceded 
that for institutions dedicated to the sole 
purpose of educating Muslim scholars, an 
inevitable question then arises: Can these 
students, who have spent years in the 
company of only other Muslim boys (as 
girls are practically absent) adjust to the 
realities of living in an increasingly cos- 
mopolitan and wired India? 

Notwithstanding the challenges that lie 
ahead for the madrassas of India, the fact 
remains that they have played a crucial role 
in providing avenues for education, employ- 
ment and social mobility for thousands of 
students from all over the world. This view 
was confirmed by a British Asian student 
whom I came across while conducting my 
interviews there. When asked why he had 
come all the way to this small town in Uttar 
Pradesh, his reply was: “Why Deoband? Be- 
cause ofits reputation of course! Who hasn’t 
heard of Deoband the great? Why, this has 
to be the Oxford of madrassas!” 

How the Indian government, Indian 
intellectuals and leaders of India’s Muslim 
community deal with the question of mod- 
ernizing this Oxford among madrassas 
may well be one of the key issues that will 
shape Hindu-Muslim relations and the fu- 
ture of India’s Muslim community in the 
years to come. The solutions cannot pos- 
sibly be simple ones, but they certainly 
must be Indian ones. = 
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Policy, Not Oil, 
Saps Faith in Jakarta 


by Don Hanna 
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HE CALM ELECTIONS 
that ushered in President 
Susilo Bambang Yud- 
hoyono last year set the 
stage for what many 
hoped would be a return to a more robust 
and predictable economy in Indonesia. The 
president’s “100-day plan,” with its focus 
on attacking corruption, bolstering infra- 
structure and maintaining balanced fiscal 
and monetary policy won plaudits from in- 
vestors. Stocks and bonds rallied. Invest- 
ment and economic activity surged. 

Yet by late August, Indonesian finan- 
cial markets had convulsed, with the ru- 
piah moving erratically, first through 
10,000 and then 11,000 to the U.S. dollar. 
Investors dumped Indonesian stocks and 
bonds, fretting over higher oil prices and 
massive fuel subsidies. What happened? 

While the focus of many is on the coun- 





try’s oil problems—the sharp surge in 
state-owned oil company Pertamina’s de- 
mand for dollars, the projected domestic 


fuel subsidy of 5% of app and the slump to 
status of net oil importer—the real gremlin 
in the works is overly cautious macroeco- 
nomic policy making. The high oil price 
has exposed weaknesses in the country’s 
economic framework, but it is not the 
cause of its recent travails. 

Take Pertamina’s demand for dollars to 
purchase oil. Based on Indonesia’s month- 
ly import data, this has roughly tripled to 
$1.5 billion to $1.6 billion per month today, 
from about $500 million to $600 million 
at the beginning of the year. With a daily 
foreign-exchange market turnover of 
about $300 million, this means an increase 
of 8% in overall forex demand. 

While that looks appreciable, it doesn’t 
tell the entire story. Indonesia’s monthly 
trade is over $11 billion. Although some of 
this trade is not on a cash basis, it is still 
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almost double the forex market turnover, 
even without accounting for any capital 
transactions. 

The forex market is small, in part be- 
cause of policy decisions by Indonesian au- 
thorities that have purposefully reduced 
forex demand. The most recent of these 
were restrictions on the interest-rate swap 
market and on the positions banks can 
take in foreign exchange. With restric- 
tions on other forex flows, the portion of 
oil-related dollar demand in total dollar 
demand has risen. 

Beyond the oil-related demand for dol- 
lars, other concerns are that a higher oil 
price would not be as beneficial for the 
economy as it was in the past. This is true. 
Net export receipts from oil and gas typi- 
cally followed the pattern of oil prices un- 
til last year, when prices began to climb 
and net export proceeds started to fall. 
This was a result of slumping oil produc- 
tion volume, due in turn to a dearth of in- 
vestment after Indonesia’s 1997 crisis. 
Despite this worsening trend, though, In- 
donesia still retains a positive cumulative 
balance that amounted to $2.4 billion over 
the 12 months to July. 

The slump in net oil exports is not only 
due to lower volumes of exports, but also 
to rising oil imports, which surged from 
about $6 billion in early 2003 to $14 billion 
recently. The rise, while steady, would 
have been smaller had Indonesia not been 
controlling domestic fuel prices. The gov- 
ernment currently estimates that annual 
fuel subsidies, without an adjustment to 
local fuel prices that is now planned for as 
soon as October, would reach $13 billion, 
or 5% of 2005 GDP. 
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This ballooning sum has raised con- 
cerns of a fiscal blowout. After all, in the 
2005 revised budget, the fuel subsidy alone 
amounts to nearly 30% of spending. 

But this analysis overlooks the higher 
revenues that the government takes in 
with higher oil prices. Given government 
estimates of domestic oil production, the 
effects of changing fuel prices on Indone- 
sia’s fiscal positions show roughly offset- 
ting revenue and expenditure effects. 
Taking more conservative, but perhaps 
more accurate, estimates of domestic oil 
production would imply a fiscal loss of 
around 0.5% of app. Even this number is a 
far cry from a fiscal emergency, given that 
the rest of Indonesia’s budget is set to come 
in at less than 1% of GDP. 

The problem with Indonesia’s oil policy 
is not impending fiscal doom, but rather 
spending 5% of app on fuel subsidies in a 
country where central government spend- 
ing on health care is only 0.5% of epp. This 
is simply poor policy making that the rise 
in oil prices has exposed. 

The final concern over oil prices is their 
overall economic effect on Indonesia. But 
with a still positive, though shrinking, di- 
rect balance of payments, the magnitude 
of the macroeconomic effect on Indonesia 
should be less than in most other Asian or 
emerging market countries, which are big- 
ger net importers of oil. 

Cautious monetary policy making has 
contributed to much of the forex market 
instability of late. While short-term policy 
rates rose to 8.5% from 7% before the ru- 
piah hit 10,000, inflation climbed to more 
than 8% from just over 6%. That means 
real interest rates actually declined. At the 
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same time, the economy has been expand- 
ing strongly, with real epp growth hover- 
ing between 5.5% and 6%. 

So while Indonesia’s real short-term in- 


terest rates do not look particularly low 
when compared with those across the re- 
gion, the country does stand out with its 
high level of inflation. Furthermore, un- 
like most of the rest of the region, Indone- 
sian monetary conditions—meaning both 
real interest rates and the real exchange 
rate—have tended to loosen over the year, 
even as inflation has picked up. 

Its history of volatility and the combi- 
nation of low real rates, reluctance of ex- 
porters to surrender forex earnings and 
the falling real trade balance were all con- 
sistent with monetary policy that was too 
loose. But rather than accelerate the cau- 
tious pace of interest rate adjustment, 
Bank Indonesia chose to use administra- 
tive measures to bolster the rupiah. The 
swap market restrictions mentioned above 
are a case in point. 

Monetary policy was further complicat- 
ed by adoption of inflation targeting in July, 
a policy framework that alters the focus 
and, potentially, the instruments of policy 
making. The credibility of the central bank 
in fighting inflation is crucial to the success 
of inflation targeting, Credibility helps sta- 
bilize inflation expectations and lower the 
levels of interest rates that might be needed 
to reach any given inflation target. Bank In- 


Overly cautious policy, not oil, was at the 
heart of Indonesia’s recent market turbulence. 






donesia; though, went into the new regime 
with a stated target of 6.5% for inflation and 
a forecast of 7.5%, not a situation designed 
to bolster credibility. 

Finally, the delays in responding to the 
rupiah’s weakness, which accelerated 
when the currency hit 10,000, further cre- 
ated a sense of excessive caution in adjust- 
ing to new conditions, Failing to announce 
interest rates or oil subsidies before the 
weekend following the rupiah’s fall likely 


‘contributed to its stormy performance 


during the last week of August. 

The Aug. 31 increase of 75 basis points 
in policy rates and higher reserve require- 
ments, coupled with an announcement the 
day before on planned fuel price increases 
were steps in the right direction. The way 
the rupiah has steadied even as oil prices 
have remained high further supports the 
view that overly cautious policy, not oil, 
was at the heart of Indonesia’s recent mar- 
ket turbulence. 

Improving confidence in Indonesia’s 
policy making requires more timely and 
adroit responses to the complications of 
slower global growth, higher U.S. interest 
rates and costlier oil. The months ahead 
will show how resolute the administration 
is. Focusing on the real issue—more effec- 
tive policy making—rather than on world 
oil prices and other problems Indonesia 
can’t control, will make success much eas- 
ier to come by. ti 
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The Populist Threat 
To China’s Health 


by Hu Shuli 





WO YEARS AFTER SARS, 
a report about China’s 
medical system reform 
has reignited public con- 
cern about its urgency. 
Granted, the report, prepared by the State 
Council Development Research Center, 
used bold language and sharp analysis, 
and some of its specific points were not 





without value. However, the report pro- 
posed a comprehensive solution of “estab- 
lishing a united medical system that covers 
the whole population,” and this has set off 
a wave of public debate. On this we cannot 
keep silent. 

“Medical insurance for the whole popu- 
lation” might win some applause for a short 
while. But when talking about medical re- 
form and the construction of a health-care 
safety net, we must be practical and realis- 
tic, conform to China’s situation, and try to 
avoid a “communist wind.” The disastrous 
results of the “communist wind” in 
China’s past can never be forgotten. 


Currently, the popularity of “medical 
insurance for the whole population” is 
based on two main suppositions. First is 
thatthe government has plenty of money 
because of the rapid economic growth in 
recent years. The second supposition holds 
that coverage can be limited to “public 
health” and “basic medical services.” Be- 
cause expenditure will be limited, “medical 
insurance for whole population” is feasible. 
Such views lack the most basic medical 
common knowledge and are not supported 
by the facts... 

In fact, it is impossible for the govern- 
ment to afford medical insurance for all 1.3 
billion people in China at this stage. Even 
in a wealthy country such as the U.S., total 
medical expenditure reached $1.8 trillion 
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in 2004 (exceeding China’s GDP), and there 
were still 40 million people who didn’t 
have medical insurance... 

It is estimated that the current basic 
medical insurance for workers in cities and 
counties costs $124 per year per person on 
average, besides their own expenses. If 
such welfare is spread to cover the whole 
population, the expense will reach $161 bil- 
lion, which equals half of the country’s fis- 
cal revenue. If you include all “public 
health” and “basic medical services” costs, 
and consider the inability of low-income 
people to pay some of their own expenses, 
at least $248 per year is needed for every 
person. Then our current national fiscal 
revenue will not even be enough to cover 
everyone’s medication prescriptions... 

We do admit that the currently unbal- 
anced allocation of medical resources must 
be rearranged. Improving the supply of 
health care at the basic level and realizing 
the widest possible coverage should be- 
come one of the goals of reform. Currently, 
the priority is to provide basic medical in- 
surance to workers in cities and counties, 
and to establish a new type of cooperative 
medical system in rural areas. In order to 
achieve this basic target, the government 
should not only increase its spending, but 
also introduce a system of competition 
into the medical industry so that there are 
multiple health-care providers. 

However, the advocates of “medical in- 
surance for the whole population” are to- 
tally opposed to this well established reform 
concept. That is manifestly ridiculous. The 
many distortions in the medical industry 
today are not the fault of reform or “mar- 
ketization,” but the result of reform not be- 
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ing implemented thoroughly or even begun. 
Inthe 2000 round of medical reform, it was 
decided that medical institutions should be 
either “nonprofit” and “profit” institutions 
and managed separately. This was to en- 
courage social involvement in the medical 
system to form and profitable and not-for- 
profit hospitals to develop at the same time 
and help each other. It was a very good 
strategy, but it was never effectively carried 
out because medical administrative depart- 
ments insisted on maintaining their role of 
directly running hospitals instead of just 
regulating hospitals.... 

The reform of the medical system was 
extremely broad, and various factors led to 
the stagnant situation of today. During 
more than two decades of the reform era, 
the topic of medical reform has constantly 
arisen and then been put aside. But since 
2000, there has been a more complete and 
clear idea about policies for medical re- 
form.... 

After they came out, the guiding prin- 
ciples of reform were carried out especially 
slowly, which shows the particular difficul- 
ty of medical reform. We should analyze 
the reasons thoroughly, and adjust and per- 
fect our policies. More importantly, we 
should strengthen our determination to re- 
form. If we deviate from this basic route, 
the harder the slogan of “medical insurance 
for the whole population” is pushed, the 
easier it will be for us to be led astray. Re- 
search into a social security model is a rig- 
orous academic topic, and also an important 
problem for national governance. Facing 
such a serious issue, it is regrettable that 
some are using reckless and short-sighted 
populism to win cheap applause. W 
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DANGEROUS STRAIT: 

THE U.S.-TAIWAN-CHINA CRISIS 
Edited by Nancy Bernkopf Tucker 
Columbia University Press, 272 pages, 
$39.50 
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Reviewed by HuGO RESTALL 


HE DANGER OF writing any book 
about Taiwanese politics is that it 

will be outdated before it leaves 
the printing plant. And in a year that has 
‘seen remarkable shifts in both the domes- 
tic scene and cross-Strait relations, such 
a venture is yet more perilous. Even this 
collection of essays by some of the most 
interesting writers on Taiwan affairs is 
somewhat frustrating, since each chapter 
contains statements that have been over- 
taken by events. 

What might have been a useful primer 
on Taiwan for the nonexpert could now 
be downright confusing or misleading to 
those who haven’t kept up with the news. 
However, it still holds considerable value 
and interest for those concerned with the 
problems of Taiwan’s democratization, 
military reform, and relations with the 
U.S. and mainland China. 

The most interesting essay is written by 
the editor Nancy Tucker herself, analyzing 
the utility of America’s “strategic ambigui- 
ty.” That’s the policy by which Washington 
deliberately obscures whether and how it 
would come to the aid of Taiwan militar- 
ily were it to be attacked by China. The de- 
bate over whether ambiguity has outlived 
its usefulness is very much alive, and Ms. 
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Tucker comes down on the side of preserv- 
ing this longstanding approach instead of 
laying down clear guidelines in terms of 
what behavior would provoke what kind 
of U.S. response. 

In a nutshell, the advocates of clarity 
believe that clearer signals would reduce 
the risk of miscalculation by either Tai- 
wan or China. The counterargument is 
that this would reduce U.S. room to ma- 
neuver, and might actually encourage the 
two sides to probe the limits of American 
tolerance. Of course, the right stance lies 
somewhere along a continuum rather than 
at one extreme or the other. As one of the 
other essays quotes security experts Kurt 
Campbell and Derek Mitchell, these re- 
lationships “represent perhaps the most 
complex foreign-policy balancing act in 
the world today.” 

The problem that Ms. Tucker touches 
on but does not address directly is that do- 
mestic politics and external events occa- 
sionally lead U.S. administrations to send 
signals to one side that it is stepping out 
of line. This then encourages the other to 
think that Washington is willing to cut it 
more slack. This also increases the risk of 
miscalculation. In the constant process of 
rebalancing the relationship, the U.S. gets 
drawn into providing more clarity. 

For instance, former President Bill 
Clinton encouraged mainland China and 
reduced Taiwan’s room for maneuver with 
his public opposition to Taiwanese inde- 
pendence or membership in international 
organizations. That forced his succes- 
sor to make a more explicit commitment 
to the defense of Taiwan. But President 
George W. Bush then had to warn Taipei 
against pursuing policies that the main- 
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land might perceive as moves toward in- 
dependence. 

As Ms. Tucker herself says, the two 
sides now have a very clear idea of where 
the U.S. stands on the big issues and how 
it would react to certain provocations. It’s 
worth asking to what extent Washing- 
ton still practices strategic ambiguity, or 
whether it now retains only tactical or op- 
erational ambiguity, as indeed some past 
U.S. officials have insisted. 

Two essays on military modernization 
are useful background for the ongoing 
wrangling within Taiwan over purchases 
of weapons from the U.S. In recent days, 
Kuomintang Chairman Ma Ying-jeou has 
commented that these may be unneces- 
sary because China does not pose a serious 
threat to the island. As Michael Swaine 
writes, the main impetus for modernizing 
Taiwan’s backward military continues to 
come from the U.S. The problems he em- 
phasizes—overemphasis on land forces, 
lack of “jointness,” poor strategic plan- 
ning, vulnerable command and control, a 
risk-averse military culture, and others— 
have all been discussed for some time, yet 
progress to fix them remains slow. Indeed, 
there is growing resentment of the U.S. for 
bullying Taiwan into defending itself. 

However, for some observers this is 
not really surprising. Even if the Taiwan- 
ese did believe that China posed a serious 
threat, according to realist political theory 
they might rationally conclude that devel- 
oping their own credible deterrent might 
not be the best policy. Great powers, es- 
pecially “offshore balancers” like the U.S. 
have the tendency to “buck pass” the bur- 
den of containing a rival unless the spec- 
ter of total collapse forces them to come to 
the rescue. While Taiwan’s democracy ap- 
peals to America’s idealist tendencies, that 
might not be enough to ensure American 
help in the face of Chinese nuclear threats. 
And indeed Michael Chase’s chapter here 
on security cooperation documents the 
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way that, after China’s missile tests in 1996 
exposed Taiwan’s weakness, the Pentagon 
felt compelled to strengthen many forms 
of communication so that the two sides 
could fight side by side. 

Another live debate is the extent to 
which Taiwanese investments on the 
mainland give Beijing greater leverage 
over the island. T.J. Cheng provides some 
interesting evidence to suggest that this is 
not happening, at least not yet. This on- 
going investment also provides a coun- 
terbalancing deterrent against Chinese 
aggression. Taiwanese businesses have 
integrated their mainland operations into 
the global supply chain, meaning that a dis- 
ruption would bring lasting consequences 
for Chinese exports and employment. Mr. 
Cheng reserves his greatest concern for 
the process of industrial “hollowing out,” 
although this is odd because he provides 
evidence that affluent Taiwan is follow- 
ing the normal course of transitioning to 
a service sector-led economy, and indeed 
is benefiting from this process. 

The most disappointing chapter is by 
Richard Bush, the former unofficial U.S. 
ambassador to Taiwan. He labors mightily 
to convince the reader that former Taiwan- 
ese President Lee Teng-hui maintained a 
consistent position on eventual reunifica- 
tion throughout his terms in office. How- 
ever, this runs up against several problems. 
Most obvious is the fact that Mr. Lee has 
now become a full-fledged independence 
activist, and it strains logic to believe that 
he did not quietly hold at least some sym- 
pathy for these views while in office. 

As Mr. Bush himself admits, Mr. Lee’s 
early policy statements as president sup- 
porting reunification were heavily in- 
fluenced by internal forces within the 
Kuomintang at a time when he had not 
yet solidified his control over the party. 
So why in 1999 did Mr. Lee come up with 
a formulation of “special state-to-state re- 
lations” with the mainland just ahead of 
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planned cross-Strait talks? Mr. Bush says 
it is because “he believed it was necessary 
to define precisely Taiwan’s identity...in 
order to prepare for political negotiations 
with Beijing.” However, it’s clear that Mr. 
Lee was at this point no longer interest- 
ed in improving relations with China, and 
therefore used a statement he knew would 
provoke Beijing as a tool to derail them. 

Two essays on Taiwan’s independence 
movement and the process of democra- 
tization, by Steven Phillips and Shelley 
Rigger, respectively, provide context for 
the island’s tumultuous domestic politics. 
These chapters are particularly dated, 
however. Mr. Phillips has the indepen- 
dence forces “stumbling toward success 
today” with “an increasingly confident 
Chen Shui-bian to champion their cause.” 
Ms. Rigger devotes much attention to the 
effects of an electoral system that has now 
been reformed, and the question of consti- 
tutional reform, which has been resolved. 
Like much of this book, these essays are 
must-reads for specialists, but most people 
will seek more up-to-date analysis. 


WHY DID THEY KILL?: CAMBODIA IN 
THE SHADOW OF GENOCIDE 
by Alexander Laban Hinton 
University of California Press, 
360 pages, $21.95 
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Reviewed by FELIKS PLESZCZYNSKI 
HE VAST MAJORITY of the aca- 
demic work on genocide revolves 


around the Holocaust. In con- 
trast, the systematic murder of some 1.6 
million Cambodians from 1975 to 1979 has 
not received nearly half the attention. But 
a major step toward understanding geno- 
cide on a wider and more basic level is pro- 


vided by Alexander Laban Hinton’s Why 
Did They Kill?, an analysis of the Cambo- 


dian genocide committed by the Khmer 
Rouge. 

By investigating Asia’s most infamous 
genocide, as well as shedding light on 
crimes committed by a Leftist regime, 
Mr. Hinton examines the deep-seated cul- 
tural factors that, if honed by some under 
“priming” conditions, can lead to orga- 
nized mass murder. 

Cambodia was once a flourishing king- 
dom that projected immense cultural and 
economic power across Southeast Asia. 
Following this period from the 9th cen- 
tury to 1431, when it was known as the 
Angkorian or Khmer Empire, Cambodia 
entered an era under foreign domination 
as an object sought by surrounding king- 
doms. When the French formed the Indo- 
chinese Union in 1887, Cambodia became a 
French protectorate that lasted until King 
Sihanouk and his nationalist supporters 
forced the French to cede control of the 
nation in 1954, Upon the 1970 coup led by 
one of the king’s generals, Lon Nol, Cam- 
bodia descended into civil war, and the 
atrocities this book addresses ensued with 
the ultimate takeover by the Communist 
Party of Cambodia, known as the Khmer 
Rouge, and the founding of Democratic 
Kampuchea in 1974, 

From 1975 to 1979, approximately one- 
fifth of Cambodia’s population died as a 
direct result of the Khmer Rouge policies. 
Some were starved or worked to death, and 
others were simply shot to fill the quotas 
cadres were assigned for finding “counter- 
revolutionaries” or “enemies hidden with- 
in.” Those who survived did so in a “prison 
without walls,” a society characterized by 
endemic fear, its families destroyed and 
its social fabric torn apart by Communist- 
dictated distinctions. This is not to neglect 
the forced relocations to rural areas, re- 
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education camps and compulsory collec- 
tivization, all under conditions ofextreme 
deprivation. 

Why Did They Kill? addresses the 
Marxist-Leninist ideology of the Khmer 
Rouge, its sadistic boss Pol Pot, and their 
roles in shaping this genocide. More im- 
portantly, however, it sheds light on the 
cultural mores that, the author argues, 
preconditioned Cambodia for genocide 
even before communist thought perme- 
ated the population. 

There are several traditions within 
Cambodian society that clearly made it 
susceptible to such vicious crimes. Among 
the most prominent is a centuries-old 
practice that Mr. Hinton calls “dispropor- 
tionate revenge,” or to put it in Western 
terms, a version of justice that demands 
“a head for an eye” rather than “an eye 
for an eye.” Even before Pol Pot seized 
power from Lon Nol, this “dispropor- 
tionate revenge” started with slaughter- 
ing entire families and villages associated 
with individual “enemies,” or those simply 
fighting against the Khmer Rouge. Such 
practices, when combined with Buddhist 
beliefs that command obedience to points 
of power and enlightenment (or “potent 
centers”), presuppose that humans live in 
a state of ignorance and suffering. Rigid 
distinctions based on levels of enlighten- 
ment form a cultural foundation that could 
easily be distorted by the right ideology. 
Indeed, the Khmer Rouge “play[ed] upon 
a direct parallel between Buddhism and 
Marxism” to direct genocide. 

In Democratic Kampuchea, the Com- 
munist government became the “potent 
center.” Communist Party cadres became 
the rulers of “ignorant” masses command- 
ing total obedience from subordinates. 
New distinctions were “manufactured” 
to turn Khmer against Khmer, dehuman- 
izing millions. 

Mr. Hinton’s central argument about 
the historical roots of a Cambodian geno- 


cide echoes that of Harvard professor 
Richard Pipes, who argued that Russia’s 
czarist past formed the basis for the bru- 
tality and horror of the Soviet Union. In 
Cambodia, as in Russia, a bold new regime 
might try to divorce its people from their 
“feudal” history, but such intentions were 
overwhelmed by the latent power of the 
remembered past, as shown in the design 
of the Khmer Rouge’s flag, which featured 
an image of Angkor Wat. 

The author details the connection be- 
tween Cambodia’s vengeance principles 
and cultural mores and the killing that 
started with the Communists’ ascension to 
power. The “process of ‘genocidal schismo- 
genesis’ ... fueled by a dangerous fusion of 
high-modernist, Marxist-Leninist, Maoist, 
and Buddhist thought,” Mr. Hinton argues, 
is by no means the only factor in explaining 
why the genocide occurred, but it certainly - 
represents the main historical factor that 
“primed” Cambodia for genocide. 

Mr. Hinton adeptly draws on numer- 
ous interviews and first person accounts. 
Most startling are his conversations with 
the perpetrators of these crimes. He in- 
terprets their motives as being more than 
“just following orders,” a typical excuse 
echoed by the agents of genocide around 
the world. He does so all the while with 
a vigorous but tame tone, undaunted by 
the gravity of the subject being conduct- 
ed. His approach and tone, overall, make 
the book very readable to a casual student 
of history, and a departure from the cold 
style one normally associates with works 
by anthropologists. 

Perhaps most relieving is that Mr. Hin- 
ton still manages to adequately answer 
his question—Why Did They Kill?—at the 
conclusion of his book without too much 
scholastic obliqueness, despite a digressive 
argument on the deeper genocidal impli- 
cations of the liver-eating of victims that 
many Khmer Rouge took part in. 

Mr. Hinton distinguishes between the 








Reviews 











— 


— A 


| www.feer.com | 





factors that prime a nation for mass mur- 
der and the causes that “activate” the actu- 
al genocide. He reminds us that “cultural 
factors cannot fully explain genocide,” 
and takes a direct swipe at the school of 
thought exemplified by Daniel Goldhagen, 
author of Hitler’s Willing Executioners: 
“For some people, it perhaps may be easi- 
er and more satisfying to explain genocide 
as simply the result of obedience or some 
type of cultural proclivity, like anti-Semi- 
tism.” The “priming” factors provide the 
structural foundation for carrying out a 
genocide and the ideological basis that de- 
humanizes a group and motivates would- 
be killers. What “activates” a genocide 
can be something as sudden as an assas- 
sination, or something as gradual as the 
murder patterns behind the Cambodian 
genocide, where killing started first with 
actual enemies in a civil war and grew to 
include their families and associates. 

Identifying the places prone to geno- 
cide due to “priming” factors—and sub- 
sequently defusing them—offers the best 
hope of preventing genocide. Murder is 
nothing new, as Nuremberg prosecutor 
Robert Jackson observed, but man is ca- 
pable of it on an ever grander and more 
horrific scale. But perhaps progress in pre- 
venting it is also possible. 


ON THEIR OWN TERMS: 
SCIENCE IN CHINA, 1550-1900 
by Benjamin A. Elman 
Harvard University Press; 
606 pages, $55 
oe 
Reviewed by MACABE KELIHER 


HE CHINESE, AS everyone knows, 
| invented paper and gunpowder 
and many other things that came 


to define the modern world. In fact, as late 
as the 17th century, Europeans still sought 
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Chinese production knowledge of silk, tex- 
tiles and porcelain. Why, then, did China 
not develop modern science and industry 
upon such a promising foundation? Why 
did China embrace Western science and 
knowledge in the late 19th and 20th cen- 
turies if it had its own tradition of inquiry 
into the nature of things? 

Princeton University professor Ben- 
jamin Elman argues in his new book, On 
Their Own Terms: Science in China, 1550- 
1900, that the Chinese were in fact on the 
cusp of a scientific revolution in the 18th 
century, and did “produce modern science 
on their own terms.” It was only in the late 
19th century that the Chinese, because of 
political shocks, dismissed their own tradi- 
tions and turned to Western ones. 

Mr. Elman details how Ming dynasty 
(1368-1644) scholars began an extensive 
system of scientific classification of the 
world through language. Such a project 
had sprung out of the search for an appro- 
priate theory of knowledge and how hu- 
mans come to know and understand the 
natural world. This trend in the late Ming 
and early Qing dynasty (1644-1911), Mr. El- 
man says, was “becoming a common epis- 
temological frame for the accumulation of 
classical and practical knowledge.” 

The arrival of the Jesuits in the late 
Ming added precision to Chinese classifi- 
cation projects through the introduction of 
European knowledge systems. The Jesu- 
its further introduced the latest European 
advancements in astronomy, cartography, 
and trigonometry, and they instituted the 
Gregorian calendar. 

In the mid-Qing, however, the Jesu- 
its fell out of favor, and Chinese scholars 
nourished a passion for antiquity and clas- 
sical learning. These 18th century literati 
retrieved from their own history Chinese 
archetypes of practical and classical wis- 
dom. Qing scholars uncovered ancient 
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Chinese scientists were constrained by the Qing government, 
which stifled social, economic and political development. 





mathematical and astronomical texts as 
they revived polynomial algebra and laid 
the foundations for calculus. 

The intrusion of Western powers into 
China brought new developments to Chi- 
nese intellectual history. Following the 
Opium War of 1842, which saw Britain 
force the political and commercial open- 
ing of China, Protestant missionaries 
swarmed the country. Like their Catholic 
predecessors, they bundled science with 
religion..Their introduction of calculus, 
among other things, allowed the Chinese 
to quickly undertake the production of 
more advanced military hardware and in- 
dustrial goods. 

Mr. Elman argues that through a com- 
bination of Chinese native science and the 
missionaries’ introduction of new Western 
science, China became the most techno- 
logically advanced nation in Asia. Thus, 
Mr. Elman says, China’s defeat in the Sino- 
Japanese War of 1894-5 did not occur at 
the hands of a technologically superior 
power, but rather was due to tactical er- 
rors and a failure in the management of 
human resources. 

Be that as it may, Chinese of the day 
came to see the defeat as a judgment on 
Chinese native science and learning. “Af- 
ter the Sino-Japanese War, which further 
ate away at Chinese self-confidence about 
their native traditions and institutions, 
[Chinese native science] appeared more 
and more as part of the problem [to Chi- 
nese elites].” Many contemporary Chinese 
scholars thus came to reject everything 
Chinese and embrace everything West- 
ern. This meant the end of the tradition of 
Chinese native science. 

It is hard to see, however, how the Chi- 
nese lived up to Elman’s titillating claim 
of having “produced modern science on 





their own terms.” European influence, he 
makes plain, permeated Chinese scientific 
development almost every step of the way. 
If the Jesuits were not introducing clocks 
and astronomy, then Western military ad- 
visors were instructing in the production 
of steam-driven gunboats. When the Chi- 
nese were left to their own devices, they 
still reverted to primordial science. 

Mr. Elman reveals halfway through 
the book that “exaggerations about Qing 
interests in mathematics and astronomy... 
would be ill advised.” Furthermore, “ev- 
idential scholars were curious about the 
natural world and mathematics, but the 
philological tradition biases that dominat- 
ed their scholarship did not independently 
support the research and experimentation 
that might have led to a step-by-step quan- 
tification of the natural world.” - 

At best then, Mr. Elman shows that the 
Chinese possessed only the rudimentary 
beginnings of what could have developed 
into something more but did not. Indeed, 
Mr. Elman himself appears skeptical of his 
own hypothesis at times: “The triumph of 
modern science in China, as in Europe, re- 
quired an intellectual transformation that 
would break the boundaries of textual 
scholarship, and social, economic, and po- 
litical changes that would challenge the 
paramount status of classical studies.” 

Europeans had begun such intellec- 
tual and technological transformations 
in the 17th century, and activated these 
changes during the Industrial Revolution 
of the 19th century. The contemporary 
Chinese, however, remained constrained 
by the power of the central Qing govern- 
ment, which stifled social, economic and 
political development. But more so, the 
intellectual climate placed classical stud- 
ies in a preeminent position. Scholars thus 
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tended to look back to ancient texts rath- 
er than forward to innovation. Not until 
the tumultuous rebellions and wars of the 
19th century did the Chinese break out of 
their social constraints and, with the aid 
of Western missionaries, push forward 
with evidential research and the scien- 
tific method. It seems, then, that the Chi- 
nese did not develop science on their own 
terms after all, but rather got help along 
the way through an exchange of ideas with 
the West. 

Still, one of Mr. Elman’s points is well 
taken: The Chinese were not a backward 
people with a stagnant intellectual culture 
that failed in the face of Western prowess. 
Instead, we must view modern Chinese in- 
tellectual development in terms of a suc- 
cession of precise historical events that 
worked to impede and nullify native learn- 
ing. As Mr. Elman writes in the conclud- 
ing pages of his book, we must “reconsider 
the scholarly consensus about the alleged 
failed history of science in China and the 
alleged victorious history of science in Eu- 
rope and Japan. Both histories are pieces 
of a larger, yet unwritten global narrative 
of science on the planet.” 


THE CHANGING FACE OF CHINA: 
FROM MAO TO MARKET 
by John Gittings 
Oxford University Press, 372 pages, $30 
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Reviewed by NAILENE CHOU WIEST 


Wa NYONE LIVING IN China for 
some time is familiar with the 
song blaring out of a scratchy loud 

speaker: “Without the Communist Party, 
there is no New China.” In the 30 years 
John Gittings covered the country, the 
“New China” of Chairman Mao has given 
way to the “new New China” of unfettered 
capitalism. The change took place under 


the same Communist Party, which now 
prefers to define itself as the ruling party 
as opposed to the revolutionary party in 
the past. 

The birth of the “new New China” was 
midwifed by the Tiananmen Square mas- 
sacre of 1989 and the collapse of the So- 
viet Union. The book devotes the first 200 
pages to the old New China—the Maoist 
dystopia that lurched from one man-made 
disaster to another—from the famines of 
the Great Leap Forward through the fren- 
zied years of the Cultural Revolution to the 
largely forgotten years of Mao’s successor 
Hua Guofeng when the Chinese economy 
was teetering on collapse, and finally to 
the dawning of the era of reforms under 
Deng Xiaoping. 

Then came Tiananmen, when the con- 
tradictions of the reforms in the first de- 
cade came to a head. Here Mr. Gittings is 
at his best, giving a vivid account of the 
fateful months of political intrigues, intel- 
lectual ferment and student activism cli- 
maxing in the bloodshed of June 1989. The 
massacre sealed the fate of the old Com- 
munist Party and with it the New China. 

After three gloomy years, as China found 
itself scorned by the international commu- 
nity and as communism crumbled in East- 
ern Europe and Russia, Deng launched the 
second opening. All of a sudden the tem- 
po picked up. The result is the “new New 
China” we see today, like a black-and-white 
film turning Technicolor in the space of a 
few frames. ` 

China’s transformation has inspired 
apocalyptic predictions as well as admi- 
ration. Mr. Gittings mentions the dysfunc- 
tional banking system and the widening 
income gap, among other problems. Yet 
the majority of Chinese people, so trau- 
matized by the turmoil of the New Chi- 
na, appear willing to submit themselves 
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Like a referee, Mr. Gittings announces that time is running 


out, and the Communist Party must reform or perish. 








to the Communist Party rule. Slowly ex- 
panding political participation gives hope 
for an emerging civil society, and the sys- 
tem appears to have achieved an equilib- 
rium capable of withstanding jolts from 
social unrests and other challenges to the 
regime. 

Mr. Gittings has not tackled the cru- 
cial issue of whether the Communist Par- 
ty, by engineering the “new New China,” 
has succeeded in winning a new mandate 
to rule the 1.3 billion people who will be 
on its side in time of crisis. Instead, like a 
referee, he announces that time is running 
out, and that the Communist Party must 
reform or perish: 


The Chinese miracle is a precarious one: 
the leadership, whether it calls itself a rul- 
ing or a Communist Party, only has a few 
years to get it right, and it can only hope 
to succeed with the support of the Chinese 
people. 


The looming crisis, as he sees it, is a se- 
vere water shortage: 


The nightmare scenario for China is not 
a collapse of the Party or of the banks, or 
that the rural masses will once again sur- 
round the towns as they did in the revo- 
lution. It is that China will run out of 
water. 


Here Mr. Gittings takes a bold risk by 
predicting the future of a country that, 
he admits, defies prediction. China’s en- 
vironmental degradation, however, is real 
enough. Like other industrializing nations, 
it initially exploited natural resources with 
little regard for conservation and only grad- 
ually came to be concerned with resources 
management. China causes alarm because 


of its size: What one-fifth of humanity does 
has tremendous impact. As the economic 
reforms deepened, averting an environmen- 
tal crisis and seeking “sustainable” growth 
have become the policy goals. Mr. Gittings 
cites Premier Zhu Rongji’s urge to people 
to work for a cleaner China in which “the 
sky will be more clear and the landscape 
more beautiful.” Curiously, Mr. Gittings 
skips the unprecedented government-led 
campaigns to tighten environmental im- 
pact assessment rules since Mr. Zhu left 
office in 2003. Given that the war to halt 
environmental abuses will take years, per- 
haps China should be given the benefit of 
the doubt. 

The tension between the pull of the past 
and the present forms the core of Mr. Git- 
tings’s book. For general readers, lengthy 
chapters on the first four decades of the New 
China may be heavy fare, but they will miss 
a great deal if they skip such salient points 
as the country’s tradition of rebellion, the 
historical importance of intellectuals in its 
society and the fervor of egalitarian ide- 
alism at the time of the revolution. These 
trends run like underground rivers beneath 
21st century China. The country’s whole- 
hearted embrace of reform and opening is 
not the end of history; for many this is just 
another passing ideology. 

Mr. Gittings quotes a remark by Chen 
Yun—“Ice which is three inches thick was 
not formed in a day”—as the conservative 
reformer sought to explain the collapse 
of party discipline in the late 1970s. The 
original Chinese saying goes much fur- 
ther—“Ice which is three feet thick was not 
formed in a day.” The weight of the tradi- 
tion, complexity of the society and mag- 
nitude of the challenges facing China as 
described in the book might also be mul- 
tiplied by 10 or 12. 
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As a veteran China watcher, Mr. Git- 
tings finds the West still sees the Chinese 
in stereotypes, and his China watchers 
harbor conflicting sentiments: sympathy 
for the laid-off workers or approval of the 
government’s resolute dismantling of the 
state-owned enterprises; abhorrence over 
sweatshop working conditions or praise 
for China’s rise as the world’s manufactur- 
ing giant. He pours scorn on the U.S.-cen- 
tric media bias especially in judging the 
“irrationality” of Chinese foreign policy. 
Beijing was accused of stirring up xeno- 
phobia when Chinese protesters gathered 
outside American embassy after the U.S.- 
led bombing of the Chinese embassy in 
Belgrade and again in the aftermath of the 
midair collision between a U.S. spy plane 
and a Chinese fighter jet. But China was 
praised for sophisticated and nuanced di- 
plomacy after throwing its support to the 
U.S.-led war on terror. 

With all the talk of switching tracks 
from the socialist to the capitalist road, 
China is still China. Mr. Gittings puts a 
premium on Chinese civilization, which 
at its best offers a set of values, including 
the quest for harmony, a respect for hu- 
man sensibility and a profound awareness 
of the lessons to be learned from history. 
For him, the epic story that is China has 
much more to go and to surprise. 


THREE BILLION NEW CAPITALISTS: 
THE GREAT SHIFT OF WEALTH 
AND POWER TO THE EAST 
by Clyde Prestowitz 
Basic Books, 321 pages, $26.95 


ete saad 
Reviewed by CHRISTOPHER LINGLE 
N 1988, AS was popular among 
I experts at the time, Clyde Pre- 
stowitz imagined the Japanese 


economy overtaking America’s in his 


book Trading Places: How We Are Giving 
Our Future to Japan and How to Reclaim 
It. I suspected he was wrong even before 
Japan’s “bubble economy” began its de- 
flationary descent. Others learned from 
hindsight that the presumption that Ja- 
pan had discovered new economic laws 
was wrong. Although his projections were 
flawed then, maybe he could be right this 
time. But then again, maybe not. 

The author is a gifted writer, and his 
newest book’s faults lie in substance, not 
style. How, we wonder, does he really con- 
ceive the “three billion new capitalists” 
that he warns us about? Are they investors? 
Entrepreneurs? Perhaps they are merely 
more sets of hands to produce or mouths 
to feed. Mr. Prestowitz is unclear. 

In any event, he worries mainly about 
the U.S. economy, whose pre-eminence 
may soon be undermined judging from re- 
cent signs of fatigue. America’s trade and 
fiscal deficits—and the amount of its dol- 
lar reserves held by foreign central banks 
—represent large imbalances that appear 
unsustainable. 

Mr. Prestowitz insists that the U.S. 
must reconsider its strategic economic op- 
tions. Otherwise, the emergence of billions 
of new workers in India and China, along , 
with those from former Soviet countries, 
will cause geopolitical and economic shifts 
that will reduce America to a second-rate 
economic power. 

He ruminates on the many lessons 
learned during a whirlwind around-the- 
world journey. Just before departing, he 
decided to include India at the last minute 
after his software-developer son worried 
aloud how his job might be outsourced 
there. 

He regales readers with his discovery of 
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Mr. Prestowitz claims that the U.S. has no strategy for 


globalization and that capitalism has no clear direction. 








the wonders of “medical tourism” in India. 
And he shares his surprise when his ac- 
countant announces that his personal tax 
returns will be prepared by their company 
office in Bangalore. Such gee-whiz obser- 
vations are just a sample of the personal 
anecdotes and weighty insights drawn 
from newspapers perused during his glob- 
al journey that he uses to support his vi- 
sion of Asia’s role in the future. 

Examining global history, Mr. Prestow- 
itz sees in it a coherent plan. Carefully lay- 
ing out the data from which he draws his 
conclusions, he offers a rigorous summa- 
ry of events from 1415 to the near-present 
over the course of nearly six pages. 


This short historical springboard | 


_ launches some controversial analyses of 
the present. For instance, one diagnosis is 
that the U.S. suffers from a “religious de- 
votion” to free-trade theories that are now 
out of date. 

This statement suffers from several de- 
fects. Most readers will find it hard to see 
that America’s legislated distortions in the 
agricultural sector and interference with 
the global trade in textiles, Canadian lum- 
ber and steel as evidence of a devotion to 
free trade. 

And his suggestion that free-trade the- 
ories are out of date echoes the intellectu- 
al flaws that plagued his earlier book. He 
seems to believe that export-led growth 
strategies are new and that they are suc- 
cessful. Actually, such warmed-over mer- 
cantilist strategies are at least as old as 
. Adam Smith, who discredited them in the 
18th century. 

According to Mr. Prestowitz, Japans 
apparent success with export-led growth, 
mirroring mercantilist-trade policies, en- 
couraged other countries to follow suit. 
Like Japan, many East Asian governments 


boosted exports by pegging their curren- 
cies or intervening in exchange markets to 
keep exchange rates artificially low. They 
also encouraged lending to be directed to- 
wards export-oriented industries. 

In the aftermath of Mr. Prestowitz’s 
earlier book, Trading Places, Japan’s econ- 
omy began to unravel. Those East Asian 
economies that modeled themselves after 
Japan suffered from their-own bubbles 
that burst beginning in 1997. This new- 
est offering could turn out to be equally 
prescient since then, as now, a consensus 
points to a “new” set of economic realities 
whereby America’s loss comes at the gain 
of others. 

But this book focuses upon failures of 
American policy and not on the mistakes 
of others. He insists that the U.S. should 
offer higher pay for teachers (even though 
attempts to do so have failed miserably). 
And he would provide public-sector aid 
to “strategic” industries with federal loan 
guarantees and grants (without offering 
suggestions on how to assure success). His 
most ambitious demand is for “a new Bret- 
ton Woods Conference” (perhaps to pro- 
mote the return of instability that led to 
“stagflation” in the 1970s). 

Claiming that the U.S. has no strategy 
and capitalism has no inherently clear di- 
rection, he suggests a need for more gov- 
ernment involvement to meet challenges 
from regulated economies and globaliza- 
tion. To support this conclusion, he points 
to the successes of public-private collabora- 
tions. While this claim at least might be the 
basis for an interesting discussion, the only 
example he offers is how the U.S. govern- 
ment aided in developing the Internet. 

While it is no sin to adopt a contentious 
approach to problem solving, Mr. Pre- 
stowitz weakens his case by being incon- 
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sistent. He lays out the need for thoughtful 
strategy overseen by politicians and bu- 
reaucrats, but this contradicts one of his 
earliest assertions that a “third wave of 
globalizations” will be “less driven by 
countries or corporations and more driv- 
en by real people.” 

Mr. Prestowitz has gifts that any writer 
would envy. He offers clarity of exposition 
and has an ability to simplify complexities. 
However, he might do well to ponder these 
complexities a bit more closely before div- 
ingin over his own head in areas where he 
has floundered before. 


NATIONAL SECURITY AND 
FUNDAMENTAL FREEDOMS: HONG 
KONG’S ARTICLE 23 UNDER SCRUTINY 
Edited by Fu Hualing, Carole J. Petersen 

` and Simon N.M. Young 
Hong Kong University Press, 
483 pages, HK$350 


woe 


Reviewed by FRANCIS MORIARTY 
HY WRITE A book about a piece 
\ \ f of failed legislation? In part the 
answer is to study and record for 

history an event that shook Hong Kong 
and essentially toppled the first leader in- 
stalled by China after the handover. But 
this volume’s greatest value is forward- 
looking: Some form of the national securi- 
ty legislation required under Article 23 of 
the Basic Law, perhaps even the same bill 
that was withdrawn in 2003, will be back. 
The question is not if, but when, and that 
means the debate continues. This compen- 
dium of essays could even serve the use- 
ful purpose of instructing the Hong Kong 


government on how to proceed and how 
not to proceed. 





os Mr. Moriarty is senior political reporter at 
Radio Television Hong Kong. 


The opening four chapters provide gen- 
eral perspectives, while the remaining nine 
chapters examine specific topics raised by 
Article 23. Carole Petersen begins with a 
close look at how this crisis in public confi- 
dence, unprecedented in Hong Kong, came 
to pass. She finds the proposed laws were 
drafted more broadly than necessary, and 
that the government’s inflexible approach 
created the ensuing confrontation. Add- 
ing to the combustibility was the raising 
of the patriotism issue by Chinese and pro- 
China figures in Hong Kong, who wrapped 
Article 23 in the Chinese flag and began 
attacking the proposals’ critics, many of 
whom—but by no means all—were also in 
the pro-democracy camp. Support for the 
national-security legislation became a lit- 
mus test for loving China. 

Ms. Petersen also carefully dissects the 
government’s effort to engage in a redac- 
tion of inconvenient facts: In a public con- 
sultation exercise in which the responses 
were grouped under “support,” “oppose” 
or “can’t tell,” the effort to skew the re- 
sults. was so transparent—a group called 
Against Article 23 was placed under the 
“can’t tell” category—that the government 
was forced to apologize, twice. 

The authors are, in general, critical of 
the Article 23 final proposals and of the 
government’s handling of the process, but 
they are not unanimously so. Professor Al- 
bert Chen, a member of the Standing Com- 
mittee of the National People’s Congress 
Basic Law Committee, praises the over- 
all consultation as representing “a sincere 
and genuine attempt to put the principle of 
One Country, Two Systems into practice.” 
He also finds the government’s proposals 
deserve to be carefully studied “with an 
open mind, and examined in detail in a 
rational manner”—which is exactly what 
this collection of analyses does. 

Several of the government’s proposals, 
says Mr. Chen, should have been welcomed. 
Readers familiar with his style will recog- 
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Donald Tsang’s pledge to deep-freeze Article 23 during his 


truncated term as chief executive is mere suicide avoidance. 





nize Mr. Chen’s trademark prudence and 
understatement, especially where China is 
concerned. On state secrets, he writes: “It 
is well known that in the mainland state 
secrets are interpreted broadly, and some 
Hong Kong and overseas journalists have 
been prosecuted and convicted for viola- 
tions of state secret laws.” Given the recent 
detention of a pro-China journalist from 
Hong Kong on the mainland for alleged es- 
pionage, few need reminding of this fact. 

Mr. Chen also manages to find a little- 
noticed but “generous interpretation” of 
the term “public servant” that, he asserts, 
would have benefited freedom of informa- 
tion in Hong Kong. Mr. Chen’s discovery 
is noteworthy given that the absence of a 
freedom-of-information law is cited by ex- 
perts elsewhere in the book as one reason 
that some Article 23 provisions were par- 
ticularly worrisome. 

It is commonplace for Hong Kong of- 
ficials to take reference from overseas, 
and Article 23 was no exception. But D.W. 
Choy and Richard Cullen, who examine 
the treason and subversion proposals, 
write that the government demonstrated 
“no clear need” to make its national-secu- 
rity legislation as draconian as those to be 
found elsewhere, and that on the whole the 
treason and subversion provisions were 
skewed too far in favor of national secu- 
rity at the expensive of civil liberties. 

Kelley Loper, analyzing the secession 
proposal, notes that the offense is alien to 
common law and that just creating a seces- 
sion law tips the scales to the side of One 
Country at the expense of Two Systems. 
She writes of the potentially explosive ten- 
sion between territorial integrity, sover- 
eignty and self-determination, and points 
out that the government’s proposal on se- 
cession does not yield to the notion that 


an assertion of self-determination might 
be legitimate. 

Fu Hualing’s chapter, “Past and Future 
Offences of Sedition in Hong Kong,” in 
part examines how Hong Kong’s sedition 
laws differed from the United Kingdom’s, 
to the disadvantage of the colony, and the 
role that Hong Kong’s various antisedi- 
tion laws played from the start in régu- 
lating the press. These laws were applied 
against both individuals and publications, 
and no intention to commit sedition was 
necessary to prove the offense. The sedi- 
tion law was liberalized during the final 
years of British rule—the last amendment 
was passed by Hong Kong’s Legislative 
Council four days before the end of British 
sovereignty, signed by Mr. Patten but nev- 
er brought into force. When the post-han- 
dover administration sought to legislate 
against sedition, it also cast a wide net—too 
wide, says Mr. Fu—and the proposed of- 
fenses, particularly that of possessing and 
handling seditious material, drew some of 
the most withering criticism. In response, 


` the proposal was progressively narrowed 


in scope. Nevertheless, writes Mr. Fu, the 
proposals in the end “were neither neces- 
sary nor proportionate.” 

Freedom of the press was also threat- 
ened by the proposed offense of divulg- 
ing official secrets, formally known as 
unauthorized disclosure of protected in- 
formation. Johannes Chan, dean of the 
University of Hong Kong’s Faculty of Law, - 
writes that an ambiguous policy regard- 
ing access to official information can have 
a chilling effect on public debate. Edi- 
tors, unsure of what can be properly dis- 
closed, will self-censor. A strong advocate 
of openness and transparency in govern- 
ment, Mr. Chan makes nine recommenda- 
tions for any new bill, including a review of 
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the Official Secrets Ordinance in the con- 
text of a public right to access government 
information. 

Doreen Weisenhaus agrees and pro- 
vides the perspective of a journalist who 
understands the sensitivities of Hong Kong 
reporters, the pressures upon them and 
the difficulties they face in dealing with 
the government, particularly since 1997. 
Combining her skills as journalist and 
lawyer, she looks at the various proposals 
and concludes that the sedition offences 
finally included in the bill “were signifi- 
cantly better than their predecessor laws.” 
But as the bill has been withdrawn, the old 
laws remain in place. And as the national- 
security legislation will return eventually, 
the apprehension remains. For journalists, 
the situation remains very much as Ms. 
Weisenhaus quotes Secretary for Justice 
Elsie Leung as telling the press in 2002: 
“The knife has always been hanging over 
your head.” 

The book contains much more—Simon 
N.M. Young’s chapter takes apart the gov- 
ernment’s bid for additional search-and- 
seizure powers, concluding that more 
should be granted, and calling for all ex- 
isting powers to be reviewed, while Bin 
Ling concludes that the government’s as- 
sertion of extraterritoriality is justifiable, 
so long as “a sufficiently close connection 
exists between the offence and the sar” 
and safeguards are included to prevent 
double jeopardy. 

The format of individual essays allows 
for separate voices, but also results in a 
repetition of basic factual information, 
much of which is well summarized in Ms. 
Petersen’s opening chapter. While the au- 
thors’ findings may offer comfort to the 
government in some places, the book as a 
whole is a powerful critique of the propos- 
als. The authors are nearly unanimous in 
condemning the public consultation exer- 
cise. Again and again, they point to Hong 
Kong’s lack of democracy as a crucial de- 


ficiency in passing appropriate legislation 
of this nature. The weight of their analyses 
should prove persuasive, even to a govern- 
ment in denial. 

Unfortunately, there is no sign yet that 
the administration of newly appointed 


* ChiefExecutive Donald Tsang has taken on 


board the concerns of Hong Kong people. 
Mr. Tsang’s pledge to deepfreeze Article 23 
legislation during his truncated two-year 
term is suicide avoidance, and in keeping 
with his priority of creating harmony and 
unity. But while promising a respite, Mr. 
Tsang also said that he finds some parts of 
the original bill “insufficient” to protect 
national security. Exactly what the insuf- 
ficiencies are he refuses to say. 


FORGOTTEN ARMIES: THE FALL OF 
BRITISH ASIA, 1941-1945 
by Christopher Bayly and Tim Harper 
Penguin/Allen Lane, 556 pages, £25 


.oeVW-nr—- > 
Reviewed by FRED ARMENTROUT 


HIS Is A book about the birth of 
regional identity as well as the 

death throes of empires. The sto- 
ry opens with Japanese forces rolling over 
aswathe of territory that was known with 
British conceit as the “Great Crescent.” It 
was the Allies’ military reconquest of the 
region, both aided and opposed by nation- 
alist forces nurtured by imperial powers 
on both sides, that created the region of 
Southeast Asia recognized today. Accord- 
ing to the authors: 


The idea of Southeast Asia as a region was 
itself a product of this violent series of uni- 
fications. For many months from 1944 to 
1946 Allied South East Asia Command 
ruled a large part of the whole area from 
the borders of Bengal and Assam to Singa- 
pore and on to the seas north of Australia. 
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The way British forces fell apart on the battlefield put to 


rest once and for all the notion of a “white man’s burden.” 








Its writ even temporarily penetrated into 
south China, Indo-China and Indonesia. 
This was the first time in history that the 
region was forged into a political unit. 


The Great Crescent remains an obscure 
construct, and to trace it one must close- 
ly study a map supplied by the authors. It 
sweeps down in a southeasterly arc from 
the Himalayan foothills of India and Bur- 
ma, along the valleys of three great rivers— 
the Irawaddy, Salween and Sittang—and 
the Bay of Bengal port cities, down the nar- 
row Tenasserim peninsula and on across 
the causeway to Singapore. While some 
parts of this campaign, such as the fall 
of Singapore, are well remembered, most 
have faded from memory. Today few could 
identify Victoria Point just above the Kra 
Isthmus north of Phuket Island, Japan’s 
initial point of invasion in Burma. 

The authors are military historians, but 
their commendable achievement here is to 
vividly evoke civilian life in the twilight 
of the Raj, just prior to invasion, and the 
short-lived empire of the “Greater East 
Asia Co-Prosperity Sphere” concocted 
by Japan, and the terrible consequences 
of war on civilian populations, intended 
and unintended. They use citations from 
contemporary letters, newspaper accounts 
and personal journals throughout. 

Jean Cocteau’s travel journal takes us 
into the Malaya and Singapore of the Raj. 
The diary of the mysterious translator, 
Mr. Nakane, takes us traveling with Ja- 
pan’s generals down the Malay Peninsula 
to Singapore. Through the recollections of 
then Raffles Secondary School student Lee 


exo Mr. Armentrout is communications director 


of the American Chamber of Commerce in Hong 
Kong. 


Kwan Yew, teenaged communist insurgent 
Chin Peng and Burmese nationalist Aung 
San, we sift the wreckages of empires. 

Unfortunately, the grim record of war- 
time horrors is all surface detail, a meticu- 
lous record absent any deep analysis. The 
authors track careers, not characters, pre- 
ferring to revel in upending conventional 
wisdom using the evidence of first-person 
testaments and new scholarship. 

Yet the drama of these battles is engag- 
ing, especially when they are given their 
proper place in a coherent narrative of 
the whole Pacific Theater. According to 
the authors, overstretched logistics were 
all that kept the Japanese from sweeping 
into India in early 1942. They had only in- 
tended to take the Tenasserim Peninsula 
to protect their western flank in Malaya, 
but British possessions fell so easily that 
they decided to vanquish the whole of Bur- 
ma and India. 

The risk seemed small. The authors 
note, “Around 13,000 British imperial 
soldiers fell in the battle of Malaya; over 
8,000 in the battle of Singapore Island. 
The Japanese lost 3,500 men in the entire 
campaign. Over 130,000 prisoners fell to 
the Japanese, more than half of them In- 
dian.” Many of these ended up in the Jap- 
anese-supported Indian National Army 
fighting against their colonial masters. 

Indeed, everything seemed to be going 
Japan’s way. The way British forces fell 
apart on the battlefield and betrayed their 
loyal retainers put to rest the notion of a 
“white man’s burden” to govern the lives 
of Asians. The authors call the European 
evacuation from Singapore “surreptitious 
and ignominious.” One woman evacuee 
from Penang’s Georgetown described that 
withdrawal as “a thing which I’m sure will 
never be forgotten or forgiven.” 
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Such was the blow to the British Em- 
pire’s prestige that even when the Allies 
did inflict two crushing defeats on the Jap- 
anese, near Burma’s Imphal and India’s Ko- 
hima, they could not repair the damage. Lt. 
General Renya Mataguchi’s “final throw” 
invasion effort, in March and April 1944, 
was repulsed and the tide was turned. A 
combined British and Indian army of re- 
conquest delivered Japan’s version of Ger- 
many’s “Eastern Front,” played out at their 
Western extremity in Arakan and on the 
Manipur border. In the last Japanese offen- 
sive of World War II, over 80,000 troops 
were abandoned to die in Burma. 

This was a greater loss than in any of 
the major battles in the Pacific Theater, 
yet it remains an almost forgotten event in 
military history. This book goes some way 
toward rectifying this. Rich in ironies, an- 
ecdotes and records of remarkable events, 
its carefully researched contents should 
prompt deeper investigations. 


MADE IN CHINA: WHAT WESTERN 
MANAGERS CAN LEARN FROM TRAIL- 
BLAZING CHINESE ENTREPRENEURS 

by Donald L. Sull, with Yong Wang 

Harvard Business School Press, 
231 pages, $29.95 
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Reviewed by ROBERT A. KAPP 
HINA IS ONE of the world’s fastest- 
C changing and most unpredictable 
places to do business, so a book 

that focuses on unpredictability in the 
business environment, using China both 
sui generis and as an example of a wider 
phenomenon, is long overdue. Instead of 
the horror stories found in some books on 
doing business in China, Donald Sull’s new 
book offers case studies, drawn from the 
experiences of successful entrepreneurs, 
of how to succeed. The author is a quick- 





thinking and literate student of manage- 
ment who knows how to get his points out 
briskly, so this book is well worth a few of 
hours on the airplane on your next trip to 
Shanghai. 

Mr. Sull, a professor at London Busi- 
ness School, draws on the fascinating sto- 
ries of eight companies: Legend and Sina 
in IT, UTStarcom and Asiainfo in tele- 
coms, Haier and Galanz in white goods, 
and Wahaha and Ting Hsin in the food 
and beverage sector. The stories of the 
entrepreneurs who built Mr. Sull’s target 
companies are taken almost entirely from 
interviews with the moguls themselves, 
whose narratives, as Mr. Sull recounts 
them, are inspiring. 

Any reader can empathize with these 
figures, agonize over them, or at least con- 
gratulate them. Most of them came from 
simple beginnings, and they scrambled to 
get their first start. Confronting the cha- 
otic fluctuations of the Chinese business 
environment in the past 20 years, they 
overcame near-fatal adversities. Mak- 
ing the right calls at the right times, they 
wound up—at least for the moment (Mr. 
Sull never predicts permanence)—hugely 
successful. 

Enjoyably for the reader, Mr. Sull’s voice 
carries good-natured skepticism about 
some shibboleths of American corporate 
culture. He is, for example, dubious about 
“mission statements” and “vision.” Man- 
agers who are driven instead by opportu- 
nities and challenges will breathe a sigh 
of gratitude. 

While Professor Sull (and his clearly 
indispensable research assistant, Yong 
Wang) have put together a compelling and 
readable package, their book is not without 
its ambiguities. Because the book is built 
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I find it improbable that gripping tales of Chinese 
entrepreneurs can offer Westerners “rules to live by.” 





around interviews with Chinese business 
legends, it is difficult to determine what 
has not been said, either because the in- 
terview subjects failed to discuss certain 
questions or because the authors, for rea- 
sons of space, chose to leave things out. 

The reader would like to know, for ex- 
ample, just how and when these talented 
businesspeople handled raising their ini- 
tial capital, and how and when they ran 
across central or local government poli- 
cies, regulations and, most importantly, 
regulators—the bureaucrats whose pow- 
er to approve and to license can make or 
break aspiring entrepreneurs. Mr. Sull’s 
accounts touch on this occasionally, but 
not as much as they could have. I suspect 
that for his Chinese subjects, the murky 
dimensions of bureaucracy, personal rela- 
tions and perhaps even corruption are, if 
left unspoken, never far away. 

This book, like so many popular and 
readable business books, particularly 
those dealing with entrepreneurship, pos- 
es a conundrum. By recounting the self- 
told histories of successful entrepreneurs 
and extrapolating from them an orderly 
structure of “lessons” for others (in this 
case, foreign managers) the author creates 
a kind of contradiction in terms. None of 
the intuitive, alert, intellectually complex 
entrepreneurs Mr. Sull portrays so vivid- 
ly spent much time pondering the issues, 
the concepts, the distilled messages that 
he derives from their experiences. 


So the question becomes, if foreign 
businesspeople want to succeed in Chi- 
na’s unpredictable business environment 
as these successful entrepreneurs have, 
will it help them to read this book and un- 
derstand the lessons our author presents? 
Will all of that learning enable them to do 
what these entrepreneurs did without the 
benefit of those distilled lessons? 

This problem is hardly unique to this 
book. But I find it particularly improb- 
able that entertaining and even gripping 
tales of Chinese entrepreneurialism in the 
current Chinese environment can offer 
Westerners “rules to live by.” The West- 
ern entrepreneurs who are the book’s in- 
tended audience are (unlike Haier CEO 
Zhang Ruimin) faced with a great deal of 
cultural baggage, home-country gover- 
nance and legal obligations, complex rela- 
tionships with sources of capital, boards of 
directors, the media, and a thousand oth- 
er outside conditioners of their executive 
performance. They will have to sift Mr. 
Sull’s lessons for themselves. 

Nevertheless, this is a pleasant book 
by a talented management analyst. Only 
occasionally does a little slip remind the 
experienced reader that the author is a 
business-school professor getting his feet 
wet in the China environment. But in the 
end, it’s probably more productive for man- 
agers to read a business specialist’s China 
prose—of the kind Mr. Sull offers—than a 
China specialist’s business prose. id 
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RISING INFLATION FEARS 
by John McBeth 
Vol. 161, No. 11, March 12, 1998, Page 59 


OLITICAL UNCERTAINTY, social 
unrest, collapsing banks, indebt- 
ed companies, commodity short- 
ages: The news keeps getting worse for 
Indonesia as it grapples with an economic 
meltdown. Now, with the prices of locally 
produced goods also soaring, hyperinfla- 
tion may be around the corner. 

Indeed, month-on-month inflation 
in February was 12.76% while the year- 
on-year figure was 31.7%, close to the 
40%-50% rule-of-thumb definition of hy- 
perinflation. Food prices alone have surged 
27.8% since the beginning of the year. 

“We’re so far down the pipeline hy- 
perinflation is inevitable,” asserts Manu 
Bhaskaran, director at SocGen-Crosby Se- 
curities in Singapore. He says Indonesia is 
getting to the point where high inflation “is 
going to make any figures meaningless, and 
that is going to have a hugely corrosive ef- 
fect socially.” 

Unless President Suharto can strike a 
new understanding with the International 
Monetary Fund, electricity- and fuel-price 
hikes over the next two months will only 
add to the pain. That will ensure that the 
new cabinet, which will be formed later 
this month, doesn’t even enjoy a wedding 
night, let alone a honeymoon. 

Mr. Bhaskaran says that Bank Indone- 
sia, the central bank, is “printing money 
like crazy” to prop up the country’s 240- 
odd banks. Only five of these are consid- 





«xe Mr. McBeth is now a senior writer for the 
Straits Times of Singapore. 





ered solvent, and their deposits represent 
just 2% of the total deposit base. A prom- 
inent Indonesian businessman estimates 
that the central bank has injected at least 
60 trillion rupiah ($6.6 billion) into the 
banking system since November. 

The latest data show that in November- 
December, when the crisis began to bite, 
M2 money supply grew by 35 trillion rupi- 
ah, to 355.6 trillion rupiah. Currency in cir- 
culation rose about 2 trillion rupiah, from 
26.3 trillion rupiah in November to 28.4 
trillion rupiah in December. 

Ifinflation is a major concern in an econ- 
omy forecast to shrink by 5%-10% this year, 
so is the trade picture. Sagging oil prices, 
running about $4 below the $17-a-barrel 
forecast in the 1998-99 budget, couldn’t 
have come at a worse time. But a greater 
concern is non-oil exports. Although such 
exports held steady through November, 
with a $10.3 billion trade surplus record- 
ed for the January-November 1997 period, 
there is likely to have been a sharp decline 
in December and January as large drops in 
the rupiah squeezed manufacturers need- 
ing to import components.... 


MONETARY MISCHIEF: 
TO PEG OR NOT TO PEG 


Vol. 161, No. 27, July 2, 1998, Page 70 
TEVE HANKE Is looking pretty 
good these days. Maybe that’s be- 


cause we’re looking out from un- 
der the burned-out husk of what used to 
be a footbridge linking a computer center 
in the Glodok area of Jakarta to a hotel. 
Back when the Johns Hopkins professor 


pitched his currency board, the rupiah 
was thought undervalued at 10,000 to the 
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dollar. But President Suharto ultimately 
rejected Mr. Hanke’s proposal and in the 
process invited one of those fascinating 
what-ifs: Would we now see these black- 
ened concrete skeletons and shattered 
windows had Mr. Suharto gone ahead 
with a currency board? 

It may be an even more pertinent ques- 
tion today, with the rupiah trading at about 
14,500 to the dollar and the bottom falling 
out of the old bottom each day. What In- 
donesia reminds us is that Asia’s financial 
crisis is first and foremost a monetary cri- 
sis. The 1MF’s Michel Camdessus is right 
to argue that currency stability is the top 
priority, and that other structural reforms 
will have to follow. Where we part com- 
pany is over means... 

Basically a nation has three monetary 
choices: pegged rates, a unified curren- 
cy (or currency board), or a float. Under 
a float, the government fixes the money 
supply while allowing the market to set 
the exchange rate. A currency board does 
just the opposite: It fixes the exchange rate 
but allows the market to determine mon- 
ey supply. Either one works, as we can see 
from Hong Kong (a currency board) or 
New Zealand (a float). The advantage of 
a currency board is that it eliminates the 
discretion that so worries investors. This is 
why Milton Friedman, champion of float- 
ing rates, nonetheless recommends curren- 
cy boards for most developing countries. 
“Such a policy,” Mr. Friedman notes, “re- 
quires not having a central bank.” 

Asia’s problem was to try to have it both 
ways. That is, they pegged their currencies 
to the U.S. dollar but declined to give up 
their central banks. So long as the capital 
flowed in, the weaknesses remained hid- 
den. But when investors in Thailand spot- 
ted cracks in the system—notably property 
overdevelopment—the money flows began 
to dry up. Looking over at Indonesia, they 
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found pretty much the same incentives 
leading to the same contradictions, with 
a pegged rate having encouraged private 
businesses to rack up some $80 billion in 
unhedged debt. The speculators moved in. 

After two IMF packages failed to do what 
its leaders from Mr. Camdessus down con- 
tinuously assured the world they would— 
stabilize the rupiah—Mr. Hanke pitched 
his currency board. The counterattack was 
swift and massive, leaning more to black- 
mail and name-calling than reasoned dis- < 
agreement. Mr. Camdessus threatened to 
pull his rescue package. Major news out- 
fits took to referring to Mr: Hanke as “ob- 
scure.” It all reached fever pitch when Paul 
Krugman attacked Mr. Hanke as “a snake- 
oil salesman” during a Credit Suisse First 
Boston conference in Hong Kong. Now, Mr. 
Krugman is a talented man, but his descent 
into ad hominem was not his finest hour. 
For the record, Mr. Krugman was at the 
same time hailing Indonesia as a “buy.” 

Not everyone, however, was opposed. 
Mr. Friedman said he would have to see the 
numbers, but was favorably disposed. Like- 
wise Gary Becker, another Nobel econo- 
mist, who told us, “I don’t agree with those 
critics who say, ‘first get the system right 
and then you can have a currency board’ 
Getting a currency board helps you get the 
system right.” And a former governor of 
the U.S. Federal Reserve told us he’d seen 
Mr. Hanke’s figures and they looked good. 
It is interesting to note that back in early 
March Mr. Hanke predicted that forcing 
the mF program (including the fatal price 
increases) down the throats of the Indo- 
nesian people would lead to “economic de- 
struction and social chaos.” 

Maybe a currency board would not 
have prevented the riots. But in the back 
streets of Jakarta, where concrete fences 
and barbed wire barricades are the order 
of the day, the results of mF medicine are 
plain to see. Does it not at least suggest a 
case for changing the prescription? @ 
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The Japanese Jayson Blair 


JAPAN’S ASAHI SHIMBUN, a liberal mass cir- 
culation daily, is following in the footsteps 
of the New York Times, but not in the way 
it might have hoped. Asahi was fooled by 
one of its cub reporters, Taku Nishiyama, 
who fabricated a meeting between LDP 
heavyweights Shizuka Kamei and Yasuo 
Tanaka. What’s interesting is that Mr. 
Nishiyama was motivated by a desire to 
stand out as a star reporter. The scandal, 
while alarming, would have a silver lining 
ifit shows that Japanese reporters are now 
under real pressure to gather news. 


Strike Hard...Sort of 


WITH MUCH FANFARE China has launched 
a new crackdown on trademark pira- 
cy, with 40 famous brands under special 
scrutiny. But TT did an informal poll in 
Shanghai’s notorious Xiangyang Market, 


and found that fakes of all of the target- 
ed brands still seemed to be available. In 
fact, we were offered a 50 yuan discount 
on a bogus Audemars Piguet watch when 
we commiserated with the seller over the 
barbarity of the Japanese occupation. Pa- 
triotism among thieves! 


Show Trial Farce 


AT THE RECENT trial of Cambodian oppo- 
sition MP Cheam Channy for organizing 
an illegal armed force, the government’s 
mysterious key witness, Long Sarey, was 
overheard by a Phnom Penh Post report- 
er outside the courtroom reassuring oth- 
er witnesses, saying “Don’t worry, we are 
going to get lots of money for this.” 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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OMPETITIVENESS IS SIMULTANEOUSLY the most important of 
economic concepts and also one of the most difficult to grasp 

properly. The first impulse of many governments when faced 
with evidence of declining competitiveness is to jump in and “do some- 
thing”—which is usually counterproductive. Yes, government has a role 
to play in removing obstacles to economic activity, but it cannot create 
competitiveness where private-sector fundamentals are lacking. 

Take Hong Kong as an example. This year the territory slipped seven 
places in the World Economic Forum’s global competitiveness rankings, 
sparking a defensive reaction from officials. Then, as Andrew Shuen 
writes in this issue, the new Chief Executive Donald Tsang unveiled a 
new slogan: “Strong Government.” We’ll wait to see what this means 
in practice, but it looks distinctly less promising than the old “Big Mar- 
kets, Small Government.” 

A nuanced approach to competitiveness is presented, not surpris- 
ingly, by one of the experts in the field, Michael Enright of Hong Kong 
University. He examines the reality of China’s economic rise and shows 
that the country’s competitiveness is much more narrowly confined 
than is commonly understood. As an essay on investment flows by Paul 
Laudicina and Jonathan White shows, China and India are both ben- 
efiting from not only a high volume of FDI, but also the sophisticated 
know-how to move into higher value-added sectors. That means Bei- 
jing’s reforms must keep pace with this progression if the economy is to 
pull hundreds of millions of people out of poverty, the translated piece 
by Justin Yifu Lin reminds us. 

It has been a long time since Japan was an engine of growth for Asia. 
As our report from the archives shows, we have seen promising recover- 
ies before, and each time government ineptitude or external factors have 
strangled the nascent upturn. Dare we hope this time it’s for real? 

The looming challenge of Japan’s aging population is well known, but 
in the short run at least, this may prove to be a blessing. Some trace the 
erosion of the country’s competitiveness back to a factor usually thought 
of as an advantage: its high savings rate. James Madsen shows that a 
reduction in the number of savers could actually boost the economy. 

Finally, Jesper Koll presents convincing evidence that Japan is well 
positioned to unleash its undeniable strengths. Productivity growth is 
the ultimate key to competitiveness, and Japanese companies finally 
look set to again invest, hire talented workers, and most importantly, 
innovate. 

H.R. 
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The Road to Greatness 


IN YOUR SEPTEMBER issue, the essay by 
Bruce Gilley “The Year China Started to 
Decline” is the most attractive. The au- 
thor uses the concept of the software and 
hardware of power to construct the analy- 
sis. This reminds me of the concept of soft 
power, which was first articulated by Jo- 
seph S. Nye. But what Mr. Nye wanted to 
do with the concept of soft power was to 
teach U.S. leaders how to maintain a great 
power’s leadership, rather than explaining 
how the rise or fall of great powers will be 
caused by the weakness of soft power. 

So I don’t see that there is concrete rel- 
evance between software (or soft power) 
and the emergence of a great power. In the 
emergence of the United Kingdom and the 
U.S as great powers, others recognized 
their military and economic power more 
than their soft power. 

Japan was forced to open its door by 
American gunboats rather than by the 
attractiveness of Americans’ soft power. 
Cheap products are China’s gunboat to- 
day. 

The real question is how far has Chi- 
na gone on its way to great power status, 
and how far does China still have to go? 
The shopping for overseas companies, the 
Unocal bid, are so different from Japan’s 
buying of the Rockefeller Center that there 
is no relevance here. The stuff Chinese 
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companies are now buying is mainly for 
internal use—fuels to keep its economy go- 
ing—rather an economic or market inva- 
sion like Japanese companies attempted. 
Even the Lenovo Group’s buying of 1Bm’s 
computer division is more because IBM is 
happy to throw that division away. 

As there are too many internal prob- 
lems, China is still in the stage of build- 
ing internal stability. Even after 20 years 
of reform and opening, China has not yet 
attained the position to act as a real great 
power, as the U.K. and U.S. did before. 

But the idea of the potential of China as 
a great power has long been recognized by 
American leaders, even when China was in 
its civil war in the early 20th century. The 
high economic growth rate only reflects 
part of that potential. So the question fac- 
ing China’s leaders today is whether after 
achieving a certain degree of economic 
prosperity, can China stably achieve po- 
litical and cultural success? 

China’s experts are well aware of this. 
It’s exactly as Mr. Gilley writes, the only 
heady optimists these days are found in 
the West. If China’s leaders, like Hu Jin- 
tao and his successors, can manage China 
through the next decades stably, only then 
will we see the potential of China’s great 
power really released. 

Jianfei Zhao 
Melbourne, Australia 


Defending Freedom 


AS A SUBSCRIBER to the REVIEW and fre- 
quent world traveler I enjoy the perspec- 
tive of your staff as well as the letters 
section as it provides me with a view of 
the world with regard to the perception 
of the U.S. internationally. I appreciate the 
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diversity of opinion and respect alterna- 
tive viewpoints regarding culture, poli- 
tics and economics. However, the letter 
in your September issue from Willy Van 
Damme in Belgium criticizing the U.S. for 
putting pressure on North Korea to aban- 
don its nuclear-weapons program did pro- 
voke me to respond. 

The reason that Mr. Van Damme is not 
- speaking German and living under a fas- 
cist dictatorship is because the U.S. cared 
to get involved. 

The reason that Mr. Van Damme is 


not speaking Russian and living under a 


socialist dictatorship is because the U.S. 
cared to get involved. 

The reason that all of Asia including 
China and the North Korea that Mr. Van 
Damme seems to admire are not speaking 
Japanese and living under a ruthless dic- 
tatorship is because the U.S. cared to get 
involved. 

Ido not claim that the U.S. is perfect. It 
is, however, the most remarkable example 
of selflessness, sacrifice and compassion 
that the world has ever seen. On this basis 
I resent Mr. Van Damme’s comments and 
suggest he move to North Korea or Syria 
or one of the other nation paradises he ad- 
mires. As for me, I travel the world as a 
proud American with no apologies for my 
country or the role we play. 

Lee King 
Lake Orion, Michigan 


Policing Solutions 


ZAMA COURSEN-NEFF DESERVES congrat- 
ulations for her excellent essay on police 
problems in Papua New Guinea “Upholding 
Public Disorder” (September 2005). These 
problems are of long standing and their 
genesis lies in the changes to policing in the 
mid-1960s and prior to independence. 

As a district officer in the late 1950s to 
mid-1960s, I was ex officio acommissioned 
officer of police. The district services of- 


ficers had a wide variety of functions and 
acted as magistrates in minor matters as 
well as commanding police detachments. 
As such, we had an understanding of Pap- 
ua New Guinean customary law, which 
was the basis of most criminal law and 
had to be taken into account in the case of 
serious offences. The PNG police person- 
nel were highly disciplined, loyal and reli- 
able—or they were dismissed. 

All that changed when academic law- 
yers in Australia persuaded the govern- 
ment that the practice was contrary to 
their version of sound legal principles. 
Faced with the task of finding a large num- 
ber of professional police officers, the gov- 
ernment recruited badly, with many of the 
newcomers drawn from dubious elements 
of the former British colonial police. Near- 
ly all had disdain for proper police process, 
ignorance of PNG custom and a predilec- 
tion for communal punishments. Succes- 
sive generations of police learned their 
present behavior from these men. 

Ms. Coursen-Neff argues the need for 
an external police-monitoring body, but the 
risk here is that such a body, unless prop- 
erly structured and empowered, would 
achieve little but window-dressing. Let me 
offer two suggestions as a starting point. 

Firstly, such a body should be based 
upon a properly staffed and resourced Po- 
lice Integrity Commission, comprising a 
Supreme Court judge, a senior overseas po- 
lice officer and a local representative of a 
body such as Transparency International. 

Secondly, every commissioned offi- 
cer and every sergeant of more than 20 
years service should be required within 
six months to show cause why he should 
be retained. Such a process, properly en- 
forced by such a Commission and with the 
right publicity, would quickly result in suf- 
ficient dismissals and resignations to re- 
store discipline and public confidence. 

Michael O’Connor 
East Doncaster, Australia 
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Can China 
Co-opt the Web? 


by Anne Stevenson-Yang 





HEN IT COMES to deter- 
mining how repressive 
China’s media moni- 
tors really are, it seems 
that there are copious 
data but no facts. Each observer traps a 
few stray data points in a preset ideologi- 
cal framework. One person looks at China 
and sees thousands of competitive news- 
papers and Web sites, chatrooms, bulletin 
boards, and blogs filled with thoughtful 
and sometimes caustic social debate. An- 





other sees the most elaborate system of in- 
formation control in the world, tended by 
tens of thousands of official and nonoffi- 
cial censors, buttressed with the most ex- 
quisitely articulated technological 
scaffolding. Neither side ultimately offers 
an answer to a question that is becoming 
harder to ignore: Is it possible to operate a 
media business ethically in China? 

Until last month, disagreement over 
foreign investors’ role in China’s social 
system revolved around the notion that in- 
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vestment “props up” the Chinese central 
government. But then Yahoo’s decision to 
assist the government in a criminal case 
against a Chinese journalist raised the de- 
bate to a new level. News reports revealed 
that Yahoo Holdings (Hong Kong) Ltd. 
provided Chinese police with cached site 
traffic identifying Shi Tao as the author of 
a posting on an international Web site list- 
ing topics that Chinese journalists had 
been told not to cover. Mr. Shi was sen- 


` tenced to 10 years in prison. 


Then, on Sept. 25, anew set of informa- 
tion-control regulations promised repri- 
sal for information that could incite illegal 
assembly, demonstrations, marches, or 
gatherings as well as information released 
in the name of “illegal civil organiza- 
tions.” The new “Rules on the Adminis- 
tration of Internet News Information 


ex Ms. Stevenson-Yang is a Beijing-based writer 
on information technology and intellectual prop- 
erty issues, 
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Services” throw into doubt the legality of 
much of the editorial content of China’s 
private Internet sites, including Sina, 
Sohu, Netease and Bokee. The prohibi- 
tions buttress a gray and destabilizing en- 
vironment in which foreign operators 
must keep their ears tuned to the whis- 
tling of political winds. 


Laws and ‘Customs’ 


IN DEFENDING THE decision to hand over 
information on Mr. Shi, Yahoo claimed 
that it was following Chinese laws and 
“customs.” However, foreign observers 
pointed out that Yahoo Hong Kong is not 
subject to mainland Chinese law. They 
also wondered how broadly Yahoo might 
define a’Chinese “custom.” 

In fact, this elision demonstrates how 
difficult it is to use a Western legal guide- 
lines to navigate Chinese business. The 
two systems differ so fundamentally that, 
as they encounter one another, both must 
adapt in order to survive. 

Most forms of censorship describe lim- 
its that may not be transgressed and topics 
that cannot be broached. Companies might 
disagree with censorship, but there is 
usually nothing morally suspect about 
complying with published regulations. 
The real problem is that the important 
rules in China are not the published ones. 
Designed to maintain maximum social 
control, China’s system of censorship fo- 
cuses on before-the-fact control of organi- 
zations that communicate with the public. 
This presents a fundamental dilemma for 
Western business organizations built to 
cope with rules but not with handing over 
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control of core business processes. 

Information policy is only the most ex- 
treme example of the many areas of busi- 
ness-process management that confound 
foreign companies in China. For instance, 
when investors arrive, they find that the 
Haidian district government in Beijing 
will gladly issue a business license for an 
activity that the Fengtai district claims is 
off limits to foreign-invested businesses, 
or that the Ministry of Information Indus- 
try (MII) rejects an application that the 
Ministry of Commerce says should be ap- 
proved. They complain that officials lack 
training and do not understand the laws. 

They are missing the point. Published 
regulations are convenient as a means of 
expressing policy, but in the end, political 
policy, not statute, is the true law of the 
land in China. Public officials are held ac- 
countable not for adhering to the letter of 
the law but for their faithfulness to inter- 
nal policy documents, speeches by politi- 
cal leaders and oral instructions. The case 
of Mr. Shi is an example: the journalist’s 
offense was reporting on oral instructions 
given in a meeting at his news organiza- 
tion. Perhaps more importantly, the re- 
porting was done to overseas organizations, 
a point much stressed in the court docu- 
ments of his trial. 

The case against editors from Southern 
Metropolis News in 2004 provides anoth- 
er example: the three were convicted of 
bribery and embezzlement, but their real 
offenses, it was universally believed, were 
reporting on Severe Acute Respiratory 
Syndrome, or SARS. Where no specific in- 
formation regulation has been breached, 
other charges are found to punish contra- 
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ventions of policy. Indeed, the fact that 
blocked sites in China do not return an er- 
ror message explaining that the content is 
illegal is an expression of the dominance 
of policy over law. Articulating the rules 
might limit the authority of the govern- 
ment to add or subtract categories of re- 
stricted content. 

Just as confusing to international busi- 
nesses is the remarkably complex system 
of business-license approvals and registra- 
tions required before a company may open 
its doors, in contrast to the remarkably lax 
enforcement of laws once businesses are 
in operation. Businesses must be set up in 
a way that will assure continuing influence 
by the administrative agency in charge of 
that sector of the economy. 

In Western legal systems, the advent of 
the Internet created a new channel for con- 
ventional law-breaking activities—tax eva- 
sion, transmission of pornography, pyramid 
schemes, commercial scams and so on. 
Some activities, like identity theft, spam, 
and promulgation of computer viruses, 
were so accelerated by the Internet that 
they came to require a specific regulatory 
framework, essentially an extension of ex- 
isting laws. But in China, the emergence of 
anew channel of communication required 
a massive rethinking of regulatory pro- 
cesses, with new business approvals and 
licenses, new oversight mechanisms, new 
bureaucracies. 

That is why former Minister of Posts 
and Telecommunications Wu Jichuan, 
shortly after his deputy had attended an 
opening ceremony for Yahoo China in 
1999, could say that foreign investors were 
operating illegally in China’s Internet 


business and that Yahoo’s own legality 
was “unclear.” Before the government had 
explicitly set up a governing bureaucracy 
and proactive management protocols, In- 
ternet business was by definition outside 
the law. Rather than policing breaches of 
laws, the Chinese government manages 
business activities. 


How Censorship Works 


CHINA HAS ESSENTIALLY two means of in- 
formation control, one prescriptive and 
one proscriptive. The prescriptive means 
are familiar in any authoritarian society 
(indeed in most societies of any sort): they 
are a set of rules, devised by the Party but 
communicated with some regularity to 
non-Party members, that are designed to 
protect public sensibilities. As with most 
types of censorship, the rules are always 
designed to protect some other party—chil- 
dren, women, national minorities, the 
“common people.” Into this class fall the: 
regulations around Internet cafés and on- 
line games, restricting hours for minors, 
requiring parental consent, banning access 
to sites or games with violence or sex. 

Another category of prescriptive con- 
trol might be termed lése majesté. Perhaps 
the most dangerous offense within China’s 
information bureaucracy is publishing 
anything at all about a political leader 
without authorization, particularly infor- 
mation about the leaders’ private lives. 
Even if laudatory, such material attracts 
the swiftest retribution. As in ancient Chi- 
na, uttering the name of a political leader 
constitutes harm against his person. 

Two of the enforcement mechanisms 
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for these prescriptive controls are the key- 
word filter system and Web-site blocking. 
Key word filters are generally believed to 
be implemented at the Internet service- 
provider level on the Internet and at Mon- 
ternet, a platform for controlling data 
service to mobile phones. Key-word filter- 
ingis required at Internet cafés. The filter- 
ing generally stalls browser requests for 
sites that include the banned terms, al- 
though coverage is patchy. Additionally, 
some sites are blocked wholesale. The agen- 
cies under the State Council have jurisdic- 
tion over Web sites within the industry they 
oversee. For example, the State Adminis- 
tration of Radio, Film, and Television mon- 
itors the Web sites of broadcasters. Relevant 
ministries that detect content or activities 
they believe to be in contravention of regu- 
lations report the site to a group at MII, 
_ which then implements a block, probably 
by relaying the information to the nine In- 
ternet-access providers, which control all 
of China’s Internet traffic. International 
companies may or may not agree with this 
set of prohibitions, but they do not gener- 
ally object to them. Rules, as long as they 
are knowable and actionable, are easily ac- 
cepted as a sovereign nation’s prerogative. 

But the heart of China’s information- 
control system lies in the proscriptive re- 
gime—the one designed to manage the 
process of creating public speech and, 
above all, designed to ensure that public 
speech does not have damaging effects. 
This system encompasses all the methods 


of organizational control familiar to those. 


who operate in China: ownership restric- 
tions, monitoring requirements, and reg- 
istration systems that make anyone 
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accessing transmission media identifiable 
to the authorities, thus enabling the gov- 
ernment to close down communication 
channels at will. Importantly, it also in- 
cludes the “chill effect” of selective retri- 
bution for incautious speech. 

For instance, Chinese media compa- 
nies cannot be owned by foreign capital. 
The listed portion of “Chinese” Internet 
companies is generally incorporated in the 
Cayman Islands or another jurisdiction 
with light reporting requirements, but for- 
eign-invested (and most Chinese) compa- 
nies are forbidden from engaging in two 
critical activities: generation of editorial 
content and transmission of any content 
over a public network. Editorial staff must 
therefore be employed and servers must be 
owned by wholly Chinese-owned compa- 
nies. In China’s Byzantine regulatory en- 
vironment, common workarounds 
emerged around the time that the portals 
went to initial public offerings: each portal 
operates its restricted businesses through 
elaborate contracts with wholly Chinese 
companies owned by trusted partners. 

Meanwhile the licensing regime serves 
to provide authorities with names, ad- 
dresses, and phone numbers of companies 
engaging in certain sensitive activities, 
such as offering bulletin board service or 
chat rooms, publishing Web site content, 
or relaying short text messages to mobile 
phones. There have also been many regu- 
latory initiatives to collect registrations of 
Web sites, bloggers, instant messaging ser- 
vices, and so on. 

In early 2005, for example, the Minis- 
try of Public Security conducted a nation- 
al review to find Web sites that had failed 
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to comply with the requirement that they 
register with police within 30 days of com- 
mencing operation. In Tianjin, over 1,000 
such Web sites were blocked, according 
the local newspaper Tonight News. In 
March, mui launched the filing and regis- 
tration program nationally. In June, regu- 
lations were imposed requiring that 
bloggers use their real names. 


The Right Thing to Do 


WITH A FEW exceptions, foreign media in- 
volvementin China began around a decade 
ago, as China’s commercial Internet took 
off. The established multinationals, like 
AOL Time Warner, Walt Disney Company, 
and News Corp., failed to make much 
headway operating under their own 
brands, and the high-profile companies— 
Sina, Sohu, Netease, Tom—although tech- 
nically foreign, positioned themselves as 
Chinese. Without substantial and high- 
profile foreign-media involvement in Chi- 
na, issues of censorship and social control 
have not been much debated. Now, as com- 
panies like eBay, Amazon, Google and Ya- 
hoo involve themselves more deeply in 
China’s Internet, that is about to change. 
On their way into the market, the me- 
dia companies tend to echo the Enlighten- 
ment view that disclosure is inevitable, 
and progress inexorably leads to openness. 
Rupert Murdoch in 1993 famously called 
satellite TV an “unambiguous threat to to- 
talitarian regimes everywhere.” President 
Bill Clinton in 2000 said, “Now, there’s no 
doubt China has been trying to crack down 
on the Internet—good luck. That’s sort of 
like trying to nail Jello to the wall.” They 
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also aver that, around the world, they 
abide by the laws of sovereign nations. 

Things become a little less clear, 
though, when foreign companies begin op- 
erations in China and find that, the great- 
er their success, the more deeply they must 
become part of the government’s informa- 
tion-management system, by monitoring 
online chat rooms and BBSs, maintaining 
records on their users even if they may 
have qualms about how authorities might 
use those records, submitting any edito- 
rial content to censors, and even proac- 
tively promoting public messages deemed 
desirable by information authorities. 

In other words, being part of China’s 
media world entails deep assimilation into 
its bureaucratic culture, in which the con- 
sensus normative goals of the ruling party 
drive critical business decisions. As it ab- 
sorbs outside, nontraditional participants, 
however, the system adapts, brings in dis- 
sonant voices, and becomes more self-re- 
flective. Former President Jiang Zemin’s 
initiative to bring private business leaders 
into the Communist Party was the clearest 
of these adaptations. On the side of multi- 
national corporations, the adaptations en- 


` tail engaging in a deep collaboration with 


government, maintaining a large govern- 
ment relations staff, making extra-legal 
pledges to, for example, promote “healthy” 
information content, and so on. This col- 
laboration has its risks; corruption is the 
most notable. The encounter between Chi- 
nese media and commercial enterprises, 
domestic and multinational, has already 
changed both sides. As more international 
companies invest in China’s red-hot media, 


the changes can only accelerate. E 
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Japan Is Back, 


For Real This Time 


by Jesper Koll 





APAN IS BACK as a high- 
growth economy. A com- 
bination of positive 
cyclical forces and struc- 
tural changes suggests 
that an upgrade to the short- and medium- 
term outlook for the country is in order. Over 
the next five to 10 years, the Japanese econ- 
omy’s growth potential is poised to be close 
to 2.5% —much higher than the 1% to 1.5% 
estimates commonly proffered by econo- 
mists. This paves the way for the Japanese 
economy to become an even more powerful 
engine of prosperity for Asia. 

Several factors underlie this newfound 





optimism. The country’s private sector no 
longer faces an overhang—Japan has suc- 
cessfully worked off its postbubble legacy 
of excess debt, excess capacity and excess 
employment. On the supply side, there has 
been an unprecedented reduction in unit 
labor costs—the rise in corporate Japan’s 
profitability and global competitiveness 
has only just begun. 
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Meanwhile the demand side is also 
growing, as more and more Japanese com- 
panies begin to reinvest in domestic factors 
of production (land, labor and capital). For 
the first time in more than 15 years, Japan’s 
leading companies are building new facto- 
ries at home. Looking at the period of the 
next four to six years, Japanese demograph- 
ics can be considered a structural positive, 
as asset-rich baby-boomers retire (and 
spend), and their offspring—the echo boom- 
ers—land better-paying, more secure jobs. 

Furthermore, there is evidence that Ja- 
pan’s monetary policies are, at last, start- 
ing to work. The velocity of money is rising, 
and by early next year, a new bank credit 
cycle is poised to follow, thanks to the re- 
cent reorganization of money-center bank 
capital structures, which will allow for the 
completion of long-overdue bad-bank-as- 
set write-offs by March 2006. 


a Mr. Koll is chief economist at Merrill Lynch 
in Tokyo. 


The fundamental structure of the econ- 
omy was such an impediment during the 
1990s that whenever the global cycle 
turned down, the country fell back into re- 
cession. That structure has now changed 
dramatically, freeing Japan to grow. Essen- 
tially, the following forces are at work: 

* Reduced cross shareholdings. Corpo- 
rate Japan’s move away from the old cross- 
shareholding system has forced 
unprecedented changes in governance. 
The country is shifting from “insider capi- 
talism” to “outsider capitalism.” So-called 
“stable shareholdings” have dropped to 
around 22% of market capitalization from 
a peak of 53% in 1987. With a narrower def- 
inition of cross shareholdings, the corre- 
sponding drop is to about 15% from 38%. 

% More competitive resource allocation. 
Reduced stable shareholdings and an in- 
creased free float effectively raise the cost 
of capital. This is because free-float inves- 
tors are much more concerned about quar- 
terly/semiannual corporate performance 
than stable cross shareholders. Japan’s 
average price-earnings ratio has come 
down, so the cost of equity capital has gone 
up. Specifically, the equity-earnings yield is 
now around 6%, against a historic average 
of barely 2%. 

Reduced cross shareholding has also 
` freed up corporate management from the 
often restrictive business relations with 
keiretsu members. In the past, in exchange 
for stable cross shareholdings by banks 
and insurance companies of keiretsu com- 
panies, Japanese corporations felt com- 
pelled to select their bank, pension fund 
managers, distributors, etc., from within 
the confines of their “corporate club sys- 
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tem.” Now, with the drop in cross-share- 
holding ratios, corporate governance in 
Japan has moved from a model of oligopo- 
listic competition to one of free market 
competition. Today, Japanese managers 
are now prone to make resource-alloca- 
tion and distribution decisions on the basis 
of price, rather than relationship. 

For instance, last month Seven-Eleven, 
Japan’s largest convenience store, an- 
nounced a 15% reduction in soft-drink 
prices, which was made possible because a 
new corporate-ownership structure al- 
lowed for cutting out inefficient middle- 
men. This is a win-win situation: 
consumers win as lower product prices 
boost their purchasing power. Sharehold- 
ers win as increased sales volumes boost 
corporate profits. The net effect is a free- 
ing of pent-up demand, unlocked by the 
boost to purchasing power coming from 
cheaper transaction prices. 

Behind-the-scenes work by the gov- 
ernment has made this possible. Improved 
infrastructure to allow better and more 
transparent capital markets, as well as 
changes in accounting standards, legal 
system, labor market regulations and, ul- 
timately, the tax system, underscore that 
Japan is committed to becoming a more 
free capitalist system. 

æ Increased profits. Over the past de- 
cade, the increase in competition forced by 
the unwinding of cross shareholdings may 
have had some demand-deflationary effect. 
This is because inefficient producers and 
suppliers were forced into bankruptcy. 
However, in the last couple of years positive 
demand-pull factors have definitely taken 
over. Bankruptcies have fallen consistently 
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OUT OF THE WOODS 


Japan balance sheet recession is over: 
corporate interest bearing liabilities as % of GDP 


130% 
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since the end of 2002, while corporate prof- 
itability has surged to new historical highs: 
operating profits for listed companies now 
stand more than 40% above the bubble- 
economy high of 1990. 

Importantly, Japan’s profit recovery has 
recently started to broaden. Two years ago, 
about 64% of the growth in profits came 
from blue-chip exporters. By fiscal 2004, 
this had dropped to 42%, and in the most 
recent financial year, only 12% of the 
growth in profits came from the traditional 
blue-chip exporters. In other words, almost 
90% of last year’s growth in corporate prof- 
its came from predominantly domestic de- 
mand-oriented companies. Clearly, this 
broader profit base raises the probability of 
a broader, more stable corporate-sector de- 
mand recovery. 

& Improved balance sheets. Structural 
change in corporate balance sheets has 
also progressed. The debt overhang has 
been paid off. For the first time in over a 
decade, corporate managers are free to use 
their cash flow to reinvest in the business, 
rather than just pay back their bankers. As 
the chart nearby shows, the Bank of Japan 


flow-of-funds data confirms that total cor- 
porate sector interest-bearing liabilities 
have been cut by about 200 trillion yen 
since 1996. As a result, the gearing of the 
corporate sector has dropped to below 80% 
of pp, from a peak of around 125% of GDP 
in 1996. Japan’s corporate balance sheets 
are in their best shape since the early 1970s, 
a fact reflected by credit-rating agencies is- 
suing a steady stream of corporate credit 
upgrades in recent months. 

The combination of record profits and 
successful degearing is very powerful. 
Freed from the demand drain forced by `’ 
debt repayment, corporate managers can 
now use their record cash flow. One man- 
ifestation of this is the steady rise in share- 
buybacks, now running at around 1% of 
market capitalization. Moreover, dividend 
payouts are increasing. 

Japan’s interest rates are still at a record 
low, primarily because the BoJ has been 
maintaining its zero interest-rate policy to 
help underwrite the recovery. Some com- 
panies are beginning to scrutinize their 
capital structures and are starting to lock 
in record low debt funding to fund new in- 
vestments without diluting shareholders’ 
equity. This start of a new credit cycle is 
poised to accelerate with the prospect ofin- 
terest-rate hikes ahead. 

A structural domestic demand up-cy- 
cle is unfolding in Japan. Although capital 
spending has been a positive demand force 
already since mid-2003, recent data con- 
firms a reacceleration. Clearly the current 
cycle will be along one. This is because, in 
addition to the the cash-flow and financial 
factors outlined above, four real-world 
factors come into play: 
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* The capacity overhang has been 
worked off. The Ministry of Economy, 
Trade and Industry’s index of capacity uti- 
lization is now back to levels last seen in 
1989, the peak of the bubble economy. 

* Companies need to reinvest. Japan’s 
productive capital stock has aged. Facto- 
ries are almost 12 years old on average, 
versus the historical average of eight to 
nine years, suggesting that reinvesting in 
structures—rather than just upgrading 
machinery—is poised to become a major 
demand driver in Japan. For example, sev- 
eral high-profile electrical machinery 
companies have recently announced plans 
to build new factories in Japan. 

æ The big drag from Japan’s globaliza- 
tion is over. From a macro perspective there 
are good reasons to argue that the worst of 
Japan’s “hollowing out” is over. Recall that 
Japan has long been a champion of global- 
ization. Currently, almost 45% of total 
global production capacity of Japanese ex- 
porters is located outside the country, up 
from 20% a decade ago. (Although this is 
considerably lower than U.S. off-shore pro- 
duction of almost 60%.) However, Japa- 
nese companies tend to prefer to produce 
at home for the domestic market, and this 
has recently been re-enforced not just by 
the rising profitability of domestic opera- 
tions, but by increasing problems of supply- 
chain management, human-resource 
management and infrastructure, particu- 
larly in China. 

More importantly, concern over tech- 
nology-transfer problems and uncertain 
intellectual property protection laws in 
China are working to increase the relative- 
return attractiveness of Japan-based op- 


erations. The intensifying debate about a 
China currency revaluation adds to this, at 
the margin, while concern of a possible 
structural decline in the dollar acts as a 
“productivity stick,” forcing industrial 
companies to constantly invent and rein- 
vest in cutting-edge production technolo- 
gy. These factors combined imply that a 
structural upcycle in domestic business in- 
vestment will continue to contribute sig- 
nificantly to domestic demand, not just this 
year, but for the next few years to come. 

æ A job-rich recovery. The most impor- 
tant new dynamic is a fundamental change 
in Japan’s human-capital investment. 
Where companies build new factories, 
new jobs will be created. Data on job offers 
confirms that today more companies are 
looking to hire more people than ever be- 
fore. Almost 800,000 new job offers are 
put on the market every month. However, 
actual job creation runs at only about 
40,000 jobs to 50,000 jobs. This points to 
a mismatch in the labor market where de- 
mand actually exceeds supply. To put it 
bluntly, companies want to hire engineers 
or qualified nurses, but can only find un- 
employed construction workers. However, 
the fact that demand does exceed supply 
bodes well for further falls in unemploy- 
ment and further increases in wages. 

Moreover, the quality of jobs is now im- 
proving. Over the past decade, most of the 
jobs created were on a part-time or con- 
tract basis only. Cost-conscious managers 
were afraid to lock in potentially high 
fixed costs and focused on employing 
cheap and easily fired part-time workers. 
By one estimate, almost 42% of employees 
at companies listed on the stock exchang- 
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PROGRESS IN PRODUCTIVITY 


Japan’s productivity baseline over the next five 
to 10 years will likely be around 2.8% 
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es are now part-time or contract workers, 
up from 15% just 15 years ago. In contrast, 
since the start of this year, full-time job 
growth is outpacing part-time job creation 
for the first time in almost 10 years, and 
several multinational companies have an- 
nounced that they will exclusively hire on 
a full-time basis in order to build a better 
human-capital base. 

* A structural upshift in productivity. 
The net result of all this should be signifi- 
cantly faster productivity growth than the 
1.5% average recorded over the past 15 
years, as the chart nearby shows. Indeed, 
Japan’s productivity baseline over the next 
five to 10 years will likely be around 2.8%. 

Interestingly, room for further produc- 
tivity improvements is significant in Ja- 
pan. Analysis of industry-specific data 
reveals that the manufacturers of informa- 
tion-technology equipment are the most 
outstanding source of productivity growth, 
with a 6.2% surge between 1995 and 2000. 
In contrast, all other industrial companies 
reported productivity growth of less than 
1.5%, and the service sector actually saw 





productivity drop by 0.2%. It would ap- 
pear that Japan has benefited from the 1T 
technological revolution, but that is pri- 
marily because it is good at applications- 
technology manufacturing, rather than 
actually using IT to boost productivity 
among it users. Yet this is good news. From 
here the spill-over effects will accelerate, 
bringing prospects for a secular uptrend 
in productivity compounding the impact 
of Japan’s new compensation practices. 
Japan’s distribution system, which re- 
mains riddled by multilayered channels, is 
poised to be the principal fulcrum for the 
coming productivity revolution. The cor- 
porate census suggests Japan had about 
426,000 wholesalers in 1999, of which 


_two-thirds did not have a customer that 


was a retailer or producer, i.e., most of Ja- 
pan’s wholesalers bought and sold from 
another wholesaler, and almost 75% of 
them employ fewer than nine people. 

The chances of Japan re-emerging as a 
high-growth industrialized powerhouse 
are very high. This is based on the tremen- 
dously positive private-sector backdrop 
that has been created by Japan’s private- 
sector managers. The biggest risk to this 
scenario would be mismanagement on the 
part of public-policy makers. So far, Ja- 
pan’s monetary and fiscal authorities de- 
serve the highest praise for having 
coordinated their policies with the sole 
purpose of increasing Japan’s revitaliza- 
tion potential. A premature tightening of 
either monetary or fiscal policy is always 
a risk. For now, however, the prospects 
look good for Japan to once again become 
a powerful engine of Asia’s growth. ™ 
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Rethinking China’s 
Competitiveness 


by Michael J. Enright 





N INCIDENT OF arson 
that occurred in Spain 
last year, in which dis- 
gruntled shoe makers 
burnt down a factory 
stocked with imported Chinese shoes, was 
one of the more visceral reactions to Chi- 
na’s burgeoning exports. Last month, the 
United States and the European Union—in 
a less flamboyant but much more far- 





reaching note of alarm—imposed trade re- 
strictions on Chinese garment imports, 
which had surged by 500% in some cate- 
gories on the basis of China’s rock-bottom 
production costs. From Ottawa to Santia- 
go, Stockholm to Johannesburg, reactions 
to China’s emergence have been only 
slightly less extreme. 

China’s much-touted competitiveness in 
the international marketplace has inspired 
admiration and apprehension. Seen from 
an international perspective, the nation’s 
export economy appears to be a hypercom- 
petitive juggernaut, making its mark in in- 


dustry after industry, ready to roll over 
everything in its path. China’s economy has 
been growing at a real rate of 9.5% for the 
last 25 years. In recent years, its exports 
have grown at rates in excess of 20% per 
year. Neither shows sign of abating. 

From within China, however, the pic- 
ture is that of a developing economy that 
needs to dramatically improve its compet- 
itiveness if it is to provide its people the 
standard of living to which they aspire. 
China is still a poor nation, with per capita 
incomes similar to Egypt, Syria and Para- 
guay. It may be a major exporter, but its 
share of world exports is significantly low- 
er than those of Germany and the U.S., 
while Japan, Russia, Germany, Canada, 
Ireland and Norway run higher trade sur- 
pluses. The World Economic Forum re- 
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cently ranked China 57th out of 116 nations 
in business competitiveness—12 places be- 
hind Ghana and 26 places behind India— 
and 49th in growth competitiveness (just 
behind Jordan and Botswana). So is the 
perception of Chinese competitiveness an 
illusion? How can investors or economists 
square such contradictory views of Chi- 
na’s economy? 

The reality is that China is both com- 
petitive and uncompetitive depending on 
the sector, the region, or the basis of mea- 
surement. Four features of China’s export 
economy help us resolve the seeming con- 
tradictions associated with China’s com- 
petitiveness: 

æ The size and distribution of China’s 
exports. China was the world’s third lead- 
ing exporter in 2004 with a world export 
share of slightly over 6%. In 2005, its share 
will be closer to 8%—hardly cause for 
alarm. However, China’s export profile is 
skewed. While it dominates some indus- 
tries, it is hopelessly weak in others. Chi- 
na’s exports are concentrated in a limited 
number of highly visible and/or politically 
sensitive, labor-intensive consumer goods, 
such as electronics, electrical equipment, 
home appliances, garments, textiles and 
footwear. When China’s export share in 
these sectors reach 30%, 40%, 50%, or 
higher, the world takes notice. Once the vi- 
ability of producing a product in China has 
been shown, local and foreign companies 
dive into the fray, mobilizing capital and 
labor with breathtaking speed, often with 
strong support from local governments. In 
some cases, like home appliances, dozens 
of companies spring up around the first 
successful exporters. In some cases, entire 
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industries have been transplanted to Chi- 
na. Roughly two-thirds of the world’s note- 
book computer capacity, for example, 
relocated to Suzhou in just 18 months. 

# China’s role in the pan-Asian produc- 
tion system. The ubiquitous “Made in Chi- 
na” labels attached to Chinese exports 
obscure the fact that the components of the 
assembled product often come from other 
Asian countries. China has emerged as the 
last stage in a pan-Asian production system 
that has become one of the most important 
features of global manufacturing. Since the 
1990s, China has been importing capital 
goods and advanced components from Ja- 
pan and South Korea; other components 
from Hong Kong, South Korea, Taiwan and 
Singapore; and still other components and 
subassemblies from other Southeast Asian 
countries. Imported inputs are assembled 
in China and then exported to the U.S. and 
other advanced economies. Since export 
values are recorded according to the value 
of the finished goods, rather than in terms 
of value-added, China aggregates the trade 
surplus of much of East Asia with the U.S. 
and Western Europe. China runs a trade 
surplus with the West but a trade deficit 
with the rest of Asia, a deficit the West does 
not see or appreciate. 

Because the bulk of China’s imports go 
into its exports, many economies in East 
Asia have been registering increases in the 
value of their exports to China of 20%, 
30%, or more per annum. Even so, there 
are concerns that improving skills and ca- 
pabilities in China might make the roles of 
Southeast Asian countries and others as 
intermediate goods suppliers in the pan- 
Asian production system obsolete. The 
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fear is that a China that already has dis- 
placed much of East Asia in assembly man- 
ufacturing will displace it in components 
and inputs as well. 

* The role of foreign-invested enterpris- 
es and intermediaries in China’s trade. De- 
spite China’s strong position in many 
industrial sectors, very few Chinese firms 
themselves are internationally recognized 
or competitive. Nearly 60% of China’s ex- 
ports are produced by foreign-invested en- 
terprises. Generally, these firms do their 
research, development, design, component 
production, marketing, sales, logistics and 
distribution outside of China. In addition 
to foreign-owned factories, substantial 
portions of China’s exports are organized 
by the sourcing offices of major interna- 
tional retailers like Wal-Mart, or Hong 
Kong-based trading companies. China has 
not yet developed the skills and capabilities 
to understand international markets, cre- 
ate technologies and develop logistics 
chains on the scale of advanced capitalist 
countries. 

China’s industrial role as a processor of 
inputs from other places accounts for the 
relatively low value-added (only on the or- 
der of 15% to 25% of output value) in most 
of China’s export industries. Foreign-in- 
vested enterprises, intermediaries and re- 
tailers—who invest in the research, 
development and management needed to 
create, transport, and sell the goods that 
China manufactures—usually make a great 
deal more from China’s exports than Chi- 
nese firms do. When lawmakers in the 
West warn against a flood of cheap Chi- 
nese merchandise, they sometimes forget 
that this phenomenon is partly owned and 


orchestrated by Western businesses. 

æ The limited geographic scope of Chi- 
na’s export economy. The vast majority of 
China’s exports are produced by a limited 
number of coastal cities and provinces. 
Roughly three-quarters of China’s exports 
come from approximately 3% of its land 
mass in the Greater Pearl River Delta, 
Yangtze River Delta and Bohai regions. 
The pan-Asian production system and the 
importance of foreign-invested enterprises 
help explain the regional disparities in 
China’s exports. If exports largely consist 
of assembled imports, then coastal loca- 
tions reduce transportation costs and turn- 
around times. Access through Hong Kong 
for the Pearl River Delta and Shanghai for 
the Yangtze River Delta have facilitated 
development of export-processing facili- 
ties along the coast. Labor mobility and 
limited infrastructure have meant the 
workers have gone to the jobs, rather than 
the jobs to the workers, as much of the 
workforce for the coastal regions has come 
from the interior. Only now is China com- 
pleting enough major interior infrastruc- 
ture projects—such as the national trunk 
highways, an enhanced railway network 
and a more navigable Yangtze River—to 
shift more manufacturing activity away 
from coastal regions. 
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ability of a nation to grow its economy and 


HINA’S RISE CHALLENGES tra- 
ditional notions of competitive- 
ness. Is competitiveness the 


improve its standard of living? If so, then 
China must rank near the top in world 
league tables, not in the middle. Is com- 
petitiveness the ability to succeed in inter- 
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national competition in a wide range of 
industries? If so, then China may qualify 
as competitive, but it has far more indus- 
tries in which it does not succeed. At the 
industry level, is China competitive if it 
has a large share of world exports? That is 
true in many industries, but often China 
provides little value-added. Is China com- 
petitive if it only performs a single step in 
a production chain? The ability to do so 
has fostered economic and export growth, 
but it makes the competitiveness of a Chi- 
nese electronics sector focused on assem- 
bly manufacturing—far different from the 
competitiveness of a Japanese electronics 
sector that does research, development, 
design, marketing, branding, logistics and 
global sales. Is China competitive if for- 
eign firms use China as an export plat- 
form, but indigenous firms cannot? In such 
cases, China might have some of the cards, 
but not all of the cards, needed to succeed 
in world markets. 

Thus China’s competitiveness turns out 
to be an international phenomenon rather 
than just a national phenomenon. Interna- 
tionally networked business systems have 
allowed China to export without having all 
the cards needed to be competitive. The 
winning hand for Chinese exports today is 
the combination of Chinese land, labor, in- 
frastructure, and capabilities with interna- 
tional technology, development, marketing, 
branding, logistics and distribution. This 
is why the bulk of China’s export industries 
are assembly manufacturing industries 
and why so few Chinese companies are in- 
ternationally successful. 

Failure to take into account the comple- 
mentarities that have fostered China’s ex- 


port rise leaves China’s competitiveness 
both underrated and overrated. When the 
World Economic Forum ranks China’s 
growth competitiveness 49th in the world, 
it underrates China’s competitiveness be- 
cause it assumes that in order to grow, an 
economy has to have positive attributes 
across the entire economy. Depending on a 
nation’s starting point, and the ability of the 
rest of the world to supply complementary 
inputs and activities, this is not necessarily 
true. On the other hand, analysts that focus 
on China’s dominant position in some in- 
dustries overrate China’s competitiveness 
by ignoring the Chinese industries and re- 
gions that don’t export, and the activities 
not performed in China in the industries 
that do export. 

China’s rise show us we must change 
traditional notions of competitiveness to 
include not just what a nation has, but also 
what it can attract. China’s vast market po- 
tential, labor force, infrastructure (at least 
in some regions), commitment to develop- 
ment, ability to implement policies and ac- 
cess to Hong Kong have allowed it to attract 
complementary resources on a scale far be- 
yond other developing economies. China’s 
experience also shows that competitive- 
ness needs to be assessed on a region by 
region, industry by industry or even activ- 
ity by activity basis. China is “competitive,” 
buy mostly when it attracts complementa- 
ry resources from the rest of the world. 
China is “competitive,” but only in some re- 
gions, in some industries and in some ac- 
tivities. That is why its income levels 
remain low even after 25 years of reform 
and opening and years of rapidly rising ex- 
ports. 
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This rethinking of competitiveness also 
allows us get a better handle on China’s fu- 
ture. There are four natural directions for 
China’s export economy. One is for China 
to perform similar activities (mostly as- 
sembly manufacturing) for a broader range 
of industries, The auto industry, in which 
Honda is building an export-processing fa- 
cility and some Chinese companies are 
starting to export, is a prime example. 
Once China can assemble cars efficiently, 
there will not be too many assembly indus- 
tries in which it cannot compete. Another 
direction is for China to produce more of 
the intermediate goods that go into its ex- 
ports. This is already happening in elec- 
tronics and appliances in which many if 
not most components can be sourced lo- 
cally, and where perhaps only Japan, Korea 
and Taiwan will stay ahead. A third is for 
China to perform a larger number of ac- 
tivities in its traditional export industries. 
This again is already happening as produc- 
tion engineering, quality control, logistics, 
and some research and design are done in 
China. The fourth direction is for Chinese 
companies to take a more prominent role 
in China’s export economy with their own 
brands, international marketing and global 
distribution. This is happening to a certain 
extent as companies like Haier and Huawei 
start to penetrate international markets, as 
TCL and Lenovo acquire foreign competi- 
tors, and as China’s leaders encourage Chi- 
nese companies to go international, learn 
from the experience and capture more val- 
ue from the business system. Each of these 
directions should result in higher value- 
added for China than today’s export pro- 


file and higher wages within China. Each 
will have its own timeframe, ranging from 
years (new assembly industries) to over a 
decade (significant numbers of world-class 
Chinese companies). 

China should not turn its back on its 
existing export sectors, as it sometimes 
seems to, but rather should build from the 
base they provide. China should ensure 
that the infrastructure is in place to con- 
nect more parts of the country to the world 
economy, that the skills are in place to 
move from simple assembly to more com- 
plex assembly, and that it is capable of 
making the simple and intermediate com- 
ponents for its export industries before the 
most advanced components. Moreover, it 
must ensure that capabilities are devel- 
oped in all the activities associated with 
running world-class businesses (including 
marketing and finance), not just in tech- 
nology. This suggests that greater effort 
should be made in developing the soft in- 
frastructure to go with the hard infra- 
structure and that greater emphasis should 
be placed on opening the financial sector 
and boosting the private sector. 

Skills, capabilities, systems, resource 
availability, political pressure and pres- 
sure on the yuan due to China’s export rise 
will eventually place constraints on Chi- 
na’s export growth. However, such con- 
straints are not likely to become binding 
anytime soon. China’s export rise is likely 
to remain a challenge for the rest of the 
world. Only those that rethink China’s 
competitiveness, and what we mean by 
competitiveness in the first place, will be 
prepared. mm 
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China Revolutionizes 
Energy Markets 


by Peter Cornelius and Jonathan Story 





T’S NO FUN being the 
scapegoat for the world 
economy’s most press- 
ing problems. Unsus- 
tainable current account 
imbalances, deflationary pressures on 
wages, excess liquidity in the G-7 mar- 
kets—China gets the blame for it all. More 
recently, the rise in fuel prices has been 
added to the list. But not only is this unfair, 
China could hold the key to a new energy 
paradigm. 

That China’s economic growth has 
been a significant factor behind higher oil 
prices can hardly be disputed. Accounting 
for around one-third of the increase in the 
global demand for oil over the last decade, 
the country is now the world’s second- 
largest oil consumer. With its own oil pro- 
duction stagnating, every additional 
barrel of oil to fuel the economy needs to 
be imported. 

China’s economy has also remained 
substantially less energy-efficient than the 





Organization for Economic Cooperation 
and Development member states, as might 
be expected given its stage of development. 
But China is not a normal developing coun- 
try. The share of industry in China’s cpp— 
typically a more energy-inténsive sector 
than services—is more than 50% of total 
output, very much a feature of planned 
economies rather than of market-oriented 
developing countries. The Chinese Com- 
munist Party runs the financial system pri- 
marily for the benefit of its own 
constituency of companies, while investing 
16% of GNP in infrastructure—a major at- 
traction for global corporations seeking to 
outsource manufacturing. 

With its economy requiring more oil per 
unit of output, China’s emergence as a glob- 
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al economic powerhouse has caused the 
world economy to become more oil inten- 
sive. This represents a marked break from 
the post-1974 period when sharply higher 
energy prices fostered higher energy effi- 
ciency, technological change and diversifi- 
cation of supply, leading to an increasing 
decoupling of global economic growth and 
fuel consumption. Whether the recent 
relinking of growth to rising oil intensity is 
the beginning of a new trend led by China 
or represents just a temporary phenomenon 
is one of the key uncertainties for the glob- 
al energy markets going forward. 

While China’s near-doubling of oil con- 
sumption over the last 10 years has no 
doubt played a critical role in driving up 
oil prices, it is by no means the only factor. 
Indeed, bashing China for its rising oil de- 
mand misses a number of important sup- 
ply-side factors. Chief among them have 
been the persistent geopolitical uncertain- 
ties in major producing regions; the war in 
Iraq; repeated social unrest in some key 
Organization of Petroleum Exporting 
Countries member states, such as Venezu- 
ela and Nigeria; and the adverse effects of 
Russia’s Yukos affair on investment and 
production. With the spare capacity of oil 
refineries having tightened to historical 
levels, prices for crude and oil products 
have become subject to rising speculative 
pressures. Some estimate the “fear factor” 
of further supply disruptions adds as much 
as $10 to $15 to the price of a barrel of oil. 

But the most fundamental factor lies in 
the substantial underinvestment in the 
global energy infrastructure, and in explo- 
ration and production in recent years. 
When crude prices declined to the lower 
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tens in the late 1990s, energy companies 
saw little incentive to expand capacity and 
instead cut capital expenditure. Given the 
long lead time of many energy projects, 
little relief should be expected over the 
short- to medium-term, even ifexploration 
budgets were raised substantially. 

At the same time, the international oil 
majors face rising competition from na- 
tional oil companies in consumer coun- 
tries whose energy policy reflects 
increasing concerns about supply security. 
This applies especially to China given their 
unprecedented need for resources to fuel 
economic growth as a cornerstone for so- 
cial stability. The bottom line for China is 
that the regime has to generate upwards 
of 500 million new jobs in the coming two 
decades, as people flow out of the country- 
side into the expanding urban areas, and 
capital-intensive investment in manufac- 
turing reduces the number of new jobs 
created in the sector. 

Meanwhile, China’s concern about 
growing energy dependency—an inelucta- 
ble condition of marketization—is running 
into conflict with President Hu Jintao’s 
policy to retain sound working relations 
with the world’s sole power, the United 
States. Beijing is uncomfortable at U.S. 
dominance of sea-lanes, and has developed 
a multipronged approach to maximize en- 
ergy supplies from the Asian continent by 
promoting large-scale projects with Ka- 
zakhstan and Russia. In addition, rising 
shares of China’s oil imports come from Af- 
rican countries such as Angola, Sudan and 
Congo, and state-owned Chinese firms are 
busy securing resources from countries 
such as Brazil and Venezuela. 
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That there is rising potential for politi- 
cal conflicts is predictable. Japan, India 
and China compete to access energy re- 
sources, while the U.S. Department of De- 
fense worries that Beijing enters U.S. 
spheres of influence or strikes deals with 
states the U.S. has attempted to marginal- 
ize, It is against this background that 
Unocal’s takeover by Cnooc did not hap- 
pen. Further clashes, not just with China, 
seem inevitable. The Bush administration’s 
disapproval of a possible pipeline project 
connecting India with Iran’s vast energy 
resources gives some flavor of what can be 
expected in the future. 

Energy security concerns, coupled 
with high oil prices, are likely to trigger 
profound structural changes in the global 
energy system over the medium to longer 
term. Improving energy efficiency is be- 
coming a key driver of energy policy, and 
greater diversification of foreign suppliers 
as well as the energy mix looks set to gath- 
er substantial momentum. Nuclear energy, 
which is favored for environmental rea- 
sons, could enjoy a renaissance in coming 
years. Indeed, a number of countries con- 
template prolonging the decommissioning 
of reactors or even building new ones. 

While renewables, especially solar and 
wind energy, are expected to see a marked 
increase in demand, albeit from a low lev- 
el, coal looks set to maintain a substantial 
share in the global energy mix, especially 
in countries with rich indigenous resourc- 
es such as China. In pursuit of its goal of 
maximum energy security, it can be no 
surprise that China is already gearing up 
for massive investments in plants to turn 
coal into gas and oil. With high oil and gas 


prices making the coal-to-liquids (cTL) 
technology increasingly attractive, China 
is tabling proposals for at least $24 billion 
worth of large cTL projects. Some pilot 
plants are already under construction, and 
should all projects go ahead, it would be 
the equivalent of replacing one million 
barrels of oil per day. 

With oil prices well above the $35 to 
$40 per barrel threshold that is required 
to make CTL projects economical, the pros- 
pects for these projects going ahead have 
brightened. However, although signifi- 
cant, the cTL plan would be equivalent to 
only 15% of China’s current consumption 
of crude. With China’s appetite for oil 
showing few signs of abating, CTL is un- 
likely to solve the country’s fundamental 
challenge of fuelling its economy’s rapid 
economic growth. 

Whereas there exist different alterna- 
tives with regard to the energy mix in the 
power generation sector, the degree of 
substitutability in the transport sector re- 
mains strictly limited in the foreseeable 
future. Biofuels look set to gain in impor- 
tance thanks to high oil prices, which fos- 
ter research and innovation, but in terms 
of their absolute contribution they are un- 
likely to change the picture much. Thus, 
the main contributor to the consumption 
increase in oil over the next few decades 
is transport demand, which is expected to 
account for almost two-thirds of the total 
oil consumption increase. 

A major factor behind this increase is 
China. According to projections by the In- 
ternational Monetary Fund, China’s car 
fleet will expand to 267 vehicles per 1,000 
people in 2030 from currently less than 20 
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vehicles. Based on the imF model, this im- 
plies that China will contribute almost 
one-fourth of total world incremental oil 
demand over the next 25 years. 

Obviously, such projections are subject 
to substantial uncertainty. To begin with, 
it’s difficult to predict future cDP growth 
and disposable incomes. Also, the projec- 
tions are highly sensitive to the elasticity of 
demand for cars with respect to economic 
prosperity. And finally, the demand for 
transport fuel is a function of the fuel effi- 
ciency of the country’s car fleet, which in 
turn is driven by technological progress. 
Clearly, the longer oil prices stay high, the 
greater the incentive to find new techno- 
logical solutions and the greater the prob- 
ability of major innovative breakthroughs. 

One such breakthrough could be hydro- 
gen-powered vehicles. Switching from fos- 
sil fuels to hydrogen could dramatically 
reduce urban pollution, lower dependence 
on oil and reduce the build-up of green- 
house gases that threaten to trigger severe 
climate change. Unfortunately, as good as 
this sounds, there are three massive chal- 
lenges to be overcome before hydrogen can 
play a more fundamental role. 

First of all, a simple and cheap way to 
produce hydrogen needs to be found. Then 
there is the problem of how to store the hy- 
drogen. And finally it would be necessary 
to develop a whole new infrastructure. For 
these reasons, most people assume that the 
hydrogen economy cannot realistically be 
expected before 2050. There is a chicken- 
and-egg dilemma here: Energy and car 
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companies are unlikely to spend large sums 
unless they know mass-produced hydro- 
gen vehicles are on the way. 

This is where China comes in. With its 
car fleet expected to become the world’s 
largest, overtaking the U.S. by around 
2025, China will play an increasingly im- 
portant role in determining global techni- 
cal standards and fostering convergence. 

Shell’s long-term energy scenarios con- 
template that within the next two decades 
a quarter of the oEcD vehicle fleet could 
already use fuel cells, accounting for half 
of new OEcD vehicles and a quarter of 
world-wide sales. With fuel cells and hy- 
drogen electrolysis benefiting from broad- 
er advances in materials technology, the 
scenarios anticipate that the global auto- 
mobile industry rapidly consolidates 
around the new platform. The speed at 
which this new platform emerges is essen- 
tially demand-driven. And this demand 
will increasingly come from China, whose 
economy is expected to leapfrog on new 
technologies, extracting methane and hy- 
drogen directly from its indigenous coal 
resources, 

Thus, whereas China’s thirst for oil is 
widely seen as a key driver of high oil pric- 
es, which have begun to cloud the econom- 
ic outlook for the rest of the world, its 
growing weight in the global economy 
could help revolutionize the world energy 
system. Potentially, the benefits that arise 
for the global economy are by far larger 
than China’s current role as the world’s 
workshop. ry 
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Asia’s FDI Magnets 


by Paul Laudicina and Jonathan M. White 
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IG CHANGES ARE afoot in 
the world of foreign di- 
rect investment. Last 
year, FDI flows to devel- 
oping countries spiked 
by 41%, reaching an all-time high of $268 
billion, while the developed world experi- 
enced a 14% decline in FDI inflows, down 
to $380 billion, a six-year low. Asia bene- 
fited particularly from this massive shift, 
taking nearly one in four global Fpi dollars 
last year, compared to only one in 10 in 
2000. Asia’s inflows reached $148 billion in 
2004, $46 billion more than the year be- 
fore—an unprecedented increase in corpo- 
rate activity in the region. 

Combined, China and India account for 
45% of the region’s FDI. But just as signifi- 
cant as the growing quantity of the invest- 
ment is its changing quality. FDI and 





offshoring activities are creating jobs, ex- 
ports, and new industries, and transfer- 
ring technology and know-how in ways 
that have introduced new growth dynam- 
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ics in these markets and on a scale the 
world has never seen before. For instance, 
since 1992 China’s high-technology ex- 
ports as a share of manufacturing exports 
has risen to nearly one-third from 6%. 
Over that same period, India’s software 
and information-technology-enabled ser- 
vice exports grew to $17.2 billion in 2004- 
05 from less than $500 million. Not only 
are these countries enjoying robust eco- 
nomic growth and poverty reduction, but 
deep technological transformations that 
will position them as major centers of fu- 
ture global commerce. 

Since 1998, the FDI Confidence Index 
devised by A.T. Kearney has been tracking 
China’s and India’s ascent among the fore- 
most attractive FDI destinations world- 
wide. As of 2004, the most recent year for 
which index results are available, global 
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investors ranked China their No. 1 Fp1 des- 
tination for the third year in a row. India 
ranked the third most attractive market— 
just behind the U.S.—up from sixth place 
in 2003 and 15th place in 2002. China’s and 
India’s strong growth rates, and even 
stronger growth in domestic consump- 
tion, together with low-cost, increasingly 
better-educated labor pools, coupled with 
pro-FDI reforms and accelerated integra- 
tion into the worldwide 1T network have 
helped to concentrate the minds of chief 
executive officers around the globe. 
China and India are overwhelmingly 
considered corporate investors’ primary lo- 
cation for offshore activities (IT, contact 
centers, distribution, back office, knowl- 
edge management, research and develop- 
ment, and manufacturing functions). 
Combined, these markets are expected to 
capture more than half of the global total 
offshore business between 2005 and 2007. 
Offshoring hubs such as Bangalore, Bom- 
bay and New Delhi are experiencing high 
demand for information technology and 
business process outsourcing (iT/BPO), 
pushing wage inflation between 10% to 
20% annually. Despite the overheating of 
India’s offshore clusters, the country’s large 
population and urban geography are pro- 
viding companies opportunities in second- 
tier cities such as Hyderabad and Pune. 
While limited by poor English skills, a 
lack of managerial talent and weak intel- 
lectual property rights, China continues to 
gain investor enthusiasm as an offshore 
destination. Offshore investment interest 
continues to be focused on manufacturing, 
but 1T/BPo business is expanding—mostly 
aimed at servicing regional markets, lever- 


aging not only Chinese- but also Japanese- 
and Korean-language capabilities in cities 
like Dalian in the northeast. 

Among the most notable business pro- 
cess functions that companies are expect- 
ed to locate in China and India in the 
future is research and development—the 
least internationalized corporate function. 
Out of the 885 R&D-oriented greenfield _ 
FDI projects announced in Asia between 
2002-04, more than 80% were concentrat- 
ed in these two markets. In a relatively 
short period of time, countries such as 
China and India have developed clusters 
of not-so-easily-transferable “tacit” knowl- 
edge, i.e., knowledge embedded in com- 
plex organizational routines and learned 
directly from experience. 

While most of the world’s R&D remains 
concentrated in the developed world, devel- 
oping markets—particularly China and In- 
dia—have recently emerged as important 
launch pads for global corporate R&D. In 
1993 Motorola established the first foreign- 
owned R&D lab in China, and the number 
of foreign-owned R&D units has climbed 
to 700 since then, with industry leaders like 
Microsoft, Intel, am, Honda, Siemens, Nor- 
tel and Volkswagen among their ranks. The 
largest transnational corporation in the 
world, General Electric, has 2,400 employ- 
ees in India conducting R&D in a variety of 
areas ranging from aircraft engines and 
medical devices to consumer durables. Ma- 
jor global pharmaceutical players, such as 
Astra-Zeneca, Eli Lilly, GlaxoSmithKline, 
Novartis, Pfizer and Sanofi-Aventis, are 
conducting clinical research in India where 
clinical trails can be performed at about 
half the cost of those in the U.S. The R&D 
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units of the leading U.S. electronics compa- 
nies in India account for more than 40,000 
local employees and to date have filed over 
1,000 patent applications. 

Companies are turning to these markets 
not simply to lower costs or adapt technolo- 
gies locally to sell in host markets. Corpo- 
rate investors increasingly view China and 
India as integral to their core global R&D 
efforts—as new sources of innovation and 
creativity. As a result, these markets are 
benefiting immensely from these “high 
quality” investments. Knowledge transfers 
are occurring in a variety of ways via coop- 
erative agreements with scientific research 
institutes, joint ventures, labor migration, 
and supply chain relationships. 

For instance, the Swiss-based pharma- 
ceutical company Novartis is collaborating 
with the Shanghai Institute of Materia 
Medica under the Chinese Academy of Sci- 
ences to develop new drugs from natural 
ingredients. The Lenovo Group of China 
and Oracle have jointly developed enter- 
prise resource planning software and Chi- 
na’s TCL and Alcatel of France have 
designed new mobile’communications 
technologies. In order to reduce the cost 
of introducing a new drug to the market, 
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many ofthe global pharmaceutical compa- 
nies mentioned above are forging alliances 
with Indian firms. l 

China and India are verging on, or have 
quite possibly entered, a virtuous cycle of 
FDI, deeper integration and technological 
advancement. Generally, where the tech- 
nology gap between domestic and foreign 
operations is narrow and there is a greater 
level of local-firm R&D intensity, technol- 
ogy transfers between foreign affiliates 
and a local economy are more likely to oc- 
cur. In China and India we see foreign 
companies providing training, quality con- 
trol, and technical advice to ensure robust 
supplier bases, the migration of foreign-af- 
filiate-trained staff to local firms, and we 
see local firms adapting to foreign compe- 
tition either becoming more efficient in 
the process or exiting the economy. 

These competitive forces and “spill- 
overs” enhance local technological capa- 
bilities, allowing these markets to absorb 
more FDI and technology. They may have 
along way to go, but in certain areas these 
countries and regions are achieving world- 
class standards. For example, China’s Pearl 
River Delta region is globally competitive 
for hardware design and manufacturing 
and the Yangtze River Delta for high-tech, 
while Bangalore and Bombay are the back- 
bone of India’s thriving internationalized 
software industry. In these areas the tech- 
nology gap is closing, causing technology 
dispersion and in turn making these loca- 
tions even more attractive. 

Despite the similarities between China 
and India, global investors, in fact, still view 
these two markets somewhat differently: 
China as the world’s leading manufacturer 
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and fastest-growing consumer market and 
India as the world’s business-process and 
IT-services provider with longer-term mar- 
ket potential. Based on global investors’ off- 
shore plans, China’s foreign-invested 
activities will continue to be concentrated 
in manufacturing and assembly, while In- 
dia’s will be focused on iT and business- 
processing investments. China garners 
greater R&D interest among manufactur- 
ing, telecom, and retailer investors, while 
India gains more R&D interest among fi- 
nancial and business service investors. 

Investors favor China over India for its 
market size, access to export markets, gov- 
ernment incentives, favorable cost struc- 
ture, infrastructure and macroeconomic 
climate. However, these same investors cite 
India’s highly-educated workforce, man- 
agement talent, rule of law, transparency, 
cultural affinity, and regulatory environ- 
ment as more favorable than China. More- 
over, China’s Fpi flows are larger ($60.6 
billion) and primarily capital-intensive, 
while Indian Fpi flows are smaller ($5.3 bil- 
lion) and skill-intensive, concentrated in in- 
formation and technology areas. 

The different FDI volume inflows to Chi- 
na and India are primarily the product of 
different economic development strategies. 
China first welcomed FDI in 1979 with the 
formation of Special Economic Zones, 
whereas foreign corporate participation in 
the Indian economy has typically occurred 
in the form of licensing and service con- 
tracts. Thus, companies may offshore their 
back office 1T operations without neces- 
sarily committing FDI to India. In addition, 
one must consider China’s “round-trip- 


ping” FDI, which is domestic Chinese capi- 
tal channeled by mainland companies 
through joint ventures in Hong Kong to 
gain preferential tax treatment that foreign 
investors enjoy. 

China and India are becoming sources 
of FDI themselves. India’s Tata Group 
poured $2.2 billion into Bangladesh, while 
China’s Baosteel agreed to build a plant in 
Brazil worth $8 billion. China’s FDI out- 
flows rose to $1.8 billion in 2004 from $152 
million in 2003. Cutting major deals in 
Latin America and Africa, Chinese firms 
are aiming to secure steady flows of raw 
materials and commodities to support the 
country’s massive industrialization pro- 
cess and to feed its people. India’s FDI out- 
flows increased to $2.2 billion in 2004 
from $913 million in 2003, as the country’s 
primary sector made greater inroads into 
Russia and Africa. 

The entrance of Chinese and Indian 
firms onto the global stage is not limited to 
natural-resource endeavors. Lenovo re- 
cently acquired IBM’s personal computers 
division and India’s largest drug company, 
Ranbaxy Laboratories, acquired RPG 
(France) in 2003, while another Indian 
pharma player, Wockhardt, has purchased 
three European firms over the past five 
years. Increased FDI and offshoring activ- 
ity have created competitive climates and 
spurred domestic firms to become more 
competitive and thrive in China and India. 
The overseas expansion of Chinese and In- 
dian companies marks another major 
phase in the development of these markets 
and their aggressive march toward pros- 
perity and long-run competitiveness. MM 
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Pakistan Replays 
The ‘Great Game’ 


by Husain Haqqani 





OR OVER TWO years, Ab- 
dul Latif Hakimi regu- 
larly telephoned 
Pakistani and Western 
reporters and described 
himself as the spokesman for Afghanistan’s 
Taliban. He claimed responsibility on be- 
half of the Taliban for several terrorist at- 
tacks. In June, when a MH-47 helicopter 
was shot down during an antiguerrilla mis- 
sion in Afghanistan’s Kunar province bor- 
dering Pakistan, killing all 16 U.S. troops 
on board, Hakimi reported the incident to 
the media before U.S. or Afghan officials. 
Hakimi’s claims were often exaggerated or 





even totally fabricated. But no one doubted 
that he was based in Pakistan and that he 
spoke on behalf of the Taliban. 

Hakimi’s telephone press conferences 
and interviews, conducted on satellite and 
cell phones, offered an embellished version 
of an emerging ground reality. After being 
toppled from power in the aftermath of 
9/11, the Taliban have reconstituted them- 


selves in part of the Afghan countryside as 
an insurgent force, especially in provinces 
dominated by the Pashtun ethnic group 
along the Pakistan-Afghan border. 

Since the beginning of 2005, casualties 
in Afghanistan have been rising. Some 84 
American soldiers and 1,400 Afghans have 
been killed this year, more than any year 
since the arrival of U.S. forces in 2001. The 
Taliban insurgency is weak and not yet as 
threatening as the challenge in Iraq. But 
Afghan insurgents are clearly getting arms, 
money and training. Through propaganda 
of the type waged by Hakimi, the Taliban 
are also recruiting new members. 

When Pakistani authorities announced 
on Oct. 4 that Hakimi had been arrested in 
the southwestern city of Quetta, just across 
the border from the Taliban’s traditional 
support base of Kandahar, officials in Af- 
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ghanistan were not impressed. Why had it 
taken the Pakistanis so long to silence Ha- 
kimi when he operated freely in Pakistan 
for over two years, they asked. What about 
other Taliban leaders who roam the streets 
of Quetta and other Pakistani cities and 
towns quite openly? 

Pakistan’s decision to arrest the Tal- 
iban spokesman was attributed to relent- 
less U.S. pressure. Days before Hakimi’s 
arrest, U.S. officials reportedly raised the 
issue of the Taliban operating freely in 
Pakistan during meetings with President 
Pervez Musharraf in New York. 

U.S. officials are usually restrained in 
publicly criticizing Pakistan, a key U.S. ally 
in the war against terrorism, for fear of em- 
barrassing the country’s pro-U.S. military 
strong man, Gen. Musharraf. But last sum- 
mer U.S. ambassador Zalmay Khalilzad 
questioned Pakistan’s commitment to 
eliminating the Taliban in an interview 
just before leaving Afghanistan for his new 
assignment in Iraq. Ambassador Khalilzad 
wondered why Pakistan’s security services 
could not find Hakimi and another deputy 
to Taliban leader Mullah Omar, Akhtar Us- 
mani, when they were readily available to 
the media and occasionally gave interviews 
to Pakistani television channels. 

U.S. and Afghan officials realize that it 
will be difficult to bring lasting peace to 
Afghanistan if the Taliban and other ene- 
mies of President Hamid Karzai’s govern- 
ment continue to find sanctuary in 
Pakistan. Notwithstanding the high profile 
arrest of the Taliban spokesman, there is 
no evidence that Pakistan is about to sever 
all links with the Taliban or to give up its 
dreams of a client state in Afghanistan. 


During the war against the Soviets, 
Pakistan’s military leader General Zia ul- 
Haq had adopted a policy that would bleed 
the Soviets without goading then into di- 
rect confrontation with Pakistan. Paki- 
stani intelligence officers used the 
metaphor “the water must not get too hot” 
to describe that policy. 

It seems that Pakistan is pursuing a 
similar policy in relation to Afghanistan to- 
day. By allowing the Taliban to regroup 
and mount insurgent attacks across the 
border, Pakistan’s hopes to make it clear to 
Afghan leaders such as Mr. Karzai that 
they cannot stabilize their country without 
Pakistan’s help. At the same time, Pakistan 
does not want the situation to reach the 
point of inviting U.S. reprisals. 

Ties between Pakistan and the Taliban 
date back to the founding of the movement 
in 1994. Then, the Taliban—Pashtun stu- 
dents of madrassas, or Islamic seminar- 
ies—rose to end the bitter civil war that had 
ravaged Afghanistan for almost two years 
after the collapse of a pro-Communist gov- 
ernment. Pakistan had fueled the civil war 
as well, trying to promote the cause of its 
client Islamist leaders, especially Gulbed- 
din Hekmatyar, who earned notoriety by 
raining rockets on Kabul in a bid to wrest 
control of Afghanistan’s capital. 

Pakistan’s role, with U.S. help, as the 
staging ground for the guerrilla war against 
the Soviet Union in Afghanistan between 
1979 and 1988 is widely known. Whatis less 
well known is Pakistan’s historic concern 
with extending its influence into Afghani- 
stan long before the arrival of Soviet troops 
in Afghanistan. Pakistan’s attitude toward 
Afghanistan was formed largely by histor- 
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ic developments of the 19th century when 
Britain and Russia competed for influence 
in Central Asia in the “Great Game” of es- 
pionage and proxy wars. 

Concerns about security against Russia 
pushed the frontier of British India west- 
ward and the British lost precious lives in 
their effort to directly control Afghanistan. 
Recognizing Afghanistan ‘as a buffer be- 
tween the British and Russian empires 
saved both from having to confront each 
other militarily. By accepting a neutral and 
independent Afghan Kingdom the British 
sought to pass on the burden of subduing 
some of the tribes the imperialists consid- 
ered lawless to a local monarch, albeit with 
British economic and military assistance. 

Afghanistan’s frontier with British In- 
dia was drawn by a British civil servant, Sir 
Mortimer Durand, in 1893 and agreed upon 
by representatives of both governments. 
The border, named the Durand Line, int- 
entionally divided Pashtun tribes living in 
the area, to prevent them from becoming a 
nuisance for the Raj. On their side of the 
frontier, the British created autonomous 
tribal agencies, controlled by British polit- 
ical officers with the help of tribal chief- 
tains whose loyalty was ensured through 
regular subsidies. The British used force to 
put down sporadic uprisings in the tribal 
areas but generally left the tribes alone in 
return for stability along the frontier. 

Adjacent to the autonomous tribal agen- 
cies were the “settled” Pashtuns living in 
towns and villages under direct British 
rule. Here, too, the Pashtuns were divided 
between the Northwest Frontier province 
and Baluchistan. Although Muslim, the 
Pashtuns generally sided with the cause of 


anti-British Indian nationalism and were 
late, and reluctant, in embracing the Mus- 
lim separatism of the All India Muslim 
League’s campaign for Pakistan. When the 
majority of British India’s Muslims voted 
for the creation of Pakistan, the Pashtuns 
elected leaders who emphasized ethnic 
pride over a religious national identity. 

After Pakistan’s independence from 
Britain in 1947, Pakistani leaders assumed 
that Pakistan would inherit the functions 
of India’s British government in guiding 
Afghan policy. But soon after Pakistan’s in- 
dependence, Afghanistan voted against 
Pakistan’s admission to the United Na- 
tions, arguing that Afghanistan’s treaties 
with British India relating to Afghan bor- 
ders were no longer valid because a new 
country was being created where none ex- 
isted at the time of these treaties. Afghan- 
istan demanded the creation of a Pashtun 
state, “Pashtunistan,” which would link 
the Pashtun tribes living in Afghanistan 
with those in the nwFP and Baluchistan. 
There were also ambiguous demands for a 
Baluch state “linking Baluch areas in Pak- 
istan and Iran witha small strip of adjacent 
Baluch territory in Afghanistan.” 

From Pakistan’s perspective, this 
amounted to demanding the greater part 
of Pakistan’s territory and was clearly un- 
acceptable. The Afghan demand failed to 
generate international backing, and Af- 
ghanistan did not have the military means 
to force Pakistan’s hand. 

Although India publicly did not support 
the Afghan claim, Pakistan’s early leaders 
could not separate the Afghan questioning 
of Pakistani borders from their perception 
of an Indian grand design against Pakistan. 
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They wanted to limit Indian influence in 
Afghanistan to prevent Pakistan from be- 
ing “crushed by a sort of pincer movement” 
involving Afghanistan stirring the ethnic 
cauldron in Pakistan and India stepping in 
to undo the partition of the subcontinent. 
Pakistan’s response was a forward policy 
of encouraging Afghan Islamists that 
would subordinate ethnic nationalism to 
Islamic religious sentiment. 

Pakistan’s concern about the lack of 
depth in Pakistan’s land defenses led to the 
Pakistani generals’ strategic belief about 
the fusion of the defense of Afghanistan 
and Pakistan. Pakistan’s complicated role 
in Afghanistan beginning well before the 
Soviet invasion of 1979 and through the 
rise and fall of the Taliban can best be un- 
derstood in light of this desire. 

Pakistan’s position as the principal for- 
eign player in Afghanistan following the 
Soviet withdrawal changed with the ar- 
rival of American and Narto forces in the 
aftermath of Al-Qaeda’s terrorist attacks in 
the United States on Sept. 11, 2001. Paki- 
stan has recognized that changed situa- 
tion, deferring a great deal to American 
concerns. But it has clearly not abandoned 
its long-term national objective of ensuring 
that the government in Kabul is subordi- 
nate to Pakistan’s regional agenda. 

Pakistan provided crucial logistics and 
vital intelligence support when the U.S. 
went to war to topple the Taliban from 
power. Initially, Pakistan had hoped for a 
role for some Pakistani clients in the new 
government in Kabul and had floated the 
idea of “moderate Taliban” joining the fu- 
ture Afghan government. Although Tal- 
iban leaders were completely excluded 


from the interim government formed in 
2001, they have been allowed by President 
Karzai to participate in parliamentary 
elections upon renouncing violence. 

But Mr. Karzai and other Afghan na- 
tionalists remain unwilling to accept Pak- 
istan’s vision of Afghanistan as a 
subordinate state. Afghanistan maintains 
close ties with India and expects to pursue 
an independent foreign policy. Although 
Pakistan is engaged in a peace process with 
India, its generals remain fearful of Indian 
domination. India’s size coupled with its 
economic and military might make its as- 
cendancy inevitable, but that does not de- 
ter Pakistan from pursuing options of low 
intensity and subconventional warfare for 
greater regional influence. The decision to 
continue to back or tolerate the Taliban is 
part of Pakistan’s grand design for posi- 
tioning itself as a major player in acontem- 
porary version of the Great Game. 

Pakistan will crack down on the Tal- 
iban, and give up the option of supporting 
Islamist insurgents in Indian-controlled 
Kashmir, only when it finds the cost of po- 
sitioning itself as a major regional power 
unbearable. The U.S. could help Pakistan 
realize the dangers of persisting with its 
traditional policies by refusing to publicly 
pretend that it is unaware of Pakistan’s re- 
gional double-dealing. An American-bro- 
kered accord between Pakistan and 
Afghanistan to end the latent dispute over 
the Durand Line, coupled with interna- 
tional guarantees to end Pakistan’s med- 
dling in Afghanistan, might be the 
minimum requirements for durable peace 
in the region where the 9/11 plot to attack 
the U.S. was hatched. r | 
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The Silver Lining 
Of an Aging Japan 


by Robert Madsen 


————Y» 


HE AGING OF the Japa- 
nese population, it is 
widely acknowledged, 
will reduce the supply of 
labor available to compa- 
nies and consequently lower the country’s 
capacity for economic growth. However, in 
the April issue of the REVIEW, Diana Far- 
rell, director of the McKinsey Global Insti- 
tute, went a step further, arguing that the 





wave of retirement will also harm the 
country by depressing the national savings 
rate and thereby retarding the accumula- 
tion of new household wealth. To mitigate 
these losses, she argued, Tokyo must pro- 
mote corporate restructuring while also 
encouraging Japanese to keep saving at 
very high levels. 
This, however, is precisely the wrong 
prescription for Japan. In fact, household 
- and corporate frugality contributed to the 
country’s long commercial stagnation and 
severely undermined its future living stan- 
dards. Correctly understood, therefore, 


the coming decline in the savings rate is a 
welcome development. 

Ms. Farrell contends that households 
saved so much between 1989 and 2003 that 
they overcame the deleterious effects of 
Japan’s long deflation and added to their 
net worth by an average of 2.9% per year. 
But since the savings rate will soon begin 
to decrease, so too will the speed with 
which new assets are acquired. As aresult, 
$8 trillion in gains that would otherwise 
have accrued will never materialize. 

In evaluating this argument, however, 
it is helpful to bear in mind that the author 
does not measure wealth the same way 
most economists do. The research project 
on which the Farrell article is based, and 
which is summarized in an MGI document 
entitled “The Coming Demographic Defi- 
cit,” sought not only to predict future living 
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standards for several different countries 
but also to estimate the supply of funds to 
global capital markets over the next two 
decades. Because of this focus on liquidity 
and the need to make comparisons be- 
tween different statistical systems, the 
McKinsey researchers settled upon a defi- 
nition of “net financial wealth” that ignores 
changes both in the value of residential 
real estate and in the size of the national 
debt—and people’s future tax burdens. 

If one agrees with the conventional 
view that these two factors should be in- 
cluded when considering household finan- 
cial well-being, a quite different picture of 
Japan emerges. For example, between 1989 
and 2003 the gross national debt expanded 
by 99% of the latter year’s GDP, negating 
virtually all of the progress attributed to 
the household sector by the mai study. 

Calculating the losses caused by the 
collapse in property prices is trickier, but 
assuming that the data published by the 
official Economic and Social Research In- 
stitute are acceptable as a rough approxi- 
mation, the total value of Japanese 
residential real estate peaked in 1990 and 
then plummeted by some 650 trillion yen, 
or another 131% of 2003 app, by the end of 
the period in question. With this in mind, 
the proposition that Japanese households 
grew more prosperous over the course of 
the 1990s and early 2000s is plainly false. 


Why Japan Saves 


THE PRIMARY CAUSE of the enormous 
losses incurred during the last 15 years 
was in fact the very parsimony of Japa- 
nese households. To understand this point, 
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it is first necessary to appreciate why they 
insisted on saving so much for so long. 

The normal pattern in economics is for 
a developing country to exhibit high sav- 
ings and investment rates during the pe- 
riod when it is “catching up” with the 
industrialized nations, but for those rates 
subsequently to fall. In the early stages of 
the development process the country typ- 
ically has an insufficient stock of plant and 
equipment, so the returns offered by in- 
vestment are attractive and households 
have good reason to lend their money to 
the corporate sector rather than spending 
it on consumption. 

Eventually, though, a country reaches a 
point where it has amassed enough produc- 
tive capacity, employed almost all of its 
workforce and adopted most of the world’s 
advanced technologies. Now it is more dif- 
ficult to find profitable investment oppor- 
tunities, so rates of return decline and 
households shift mor? of their income from 
savings to consumption. Judging from the 
experiences of the United States, Germany 
and other advanced economies, the appro- 
priate rate of private nonresidential invest- 
ment for a fully industrialized country is 
some 10% to 11% of yearly GDP. 

If an industrialized country exceeds 
this level of capital expenditures for any 
length of time—as the United States did in 
the late 1990s, why nits investment-to-GpP 
ratio rose steadily toward 15%—the upshot 
is almost always a bubble in productive ca- 
pacity, the puncturing of which entails a 
precipitous and painful economic slow- 
down. Rather than risk such a setback, it 
is better for a country that is approaching 
structural maturity to let its investment 
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and savings rates decline, and its con- 
sumption and living standards rise. 

Japan never completed this transition. 
By the time it entered the ranks of the ad- 
vanced industrialized economies between 
1980 and 1984, its investment ratio had 
dropped from the very high levels appro- 
priate to a developing country to an aver- 
age of just 13.4% of app. Then, however, 
two phenomena intervened to preclude 
further progress. 

The first of these was the weak corpo- 
rate governance for which Japan is well 
known, for this left companies free to 
hoard their earnings rather than disgorg- 
ing them to shareholders. Accordingly, the 
corporate sector largely financed itself in 
the 1980s and 1990s and had little need to 
borrow from households. 

Second, during the 1980s, a very large 
number of Japanese entered the 40-year to 
64-year age bracket. With a disproportion- 
ate number of people putting aside money 
in preparation for retirement, Japan’s gross 
national savings rate stayed far above the 
range that one would otherwise have ex- 
pected of so sophisticated an economy. By 
the OEcD’s reckoning, it surpassed 30% of 
cpp through the late 1990s, as opposed to 
20% to 22% for the European Union and 
even less for the admittedly improvident 
United States. Japan was thus awash in 
capital even though it now required much 
less investment than in the past. 

Comparing Japan’s savings rate ej- 
ther to those of the European Union or to 
its own declining investment needs indi- 
cates that the yearly volume of excess capi- 
tal may have amounted to as much as 8% to 
10% of epp. Textbook theory suggests that 
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this capital should have flowed overseas so 
that foreigners could procure more of Ja- 
pan’s products and services, thereby sus- 
taining full employment in that country 
while also lowering global interest rates. 
But while states like Singapore and Swit- 
zerland have run current account surpluses 
of nearly one-tenth of app for long stretch- 
es of time, in Japan this never happened. 
This was due both to diplomatic consid- 
erations—recall the international anger 
when the country’s external surplus sur- 
passed 4% of cpp in the middle 1980s—and 
to the structural limits on how much Japa- 
nese capital the rest of the world could ab- 
sorb. So the current account surplus 
remained about one-third of the size neces- 
sary to keep the economy from succumbing 
to prolonged recession or even depression. 
Given this fact, the puzzle is not that the 
Japanese economy grew so slowly during 
the 1990s and 2000s but rather that it man- 
aged to perform as well as it actually did. 
An extremely inefficient corporate sys- 
tem and an immense national debt are Ja- 
pan’s most conspicuous structural flaws, 
and both stemmed in large part from the 
country’s attempts to compensate for the 
lack of overseas demand. The best way to . 
see this is simply to follow the money. 
The most salient development of the late 
1980s was the inflation of the asset bubble. 
A combination of diplomatic pressure, ex- 
pansionary monetary policy, regulatory 
malfeasance, and reckless banking pro- 
duced a surge in the supply of credit, which 
immediately fed into speculative bubbles in 
the real-estate and stock markets and si- 
mv ltaneously provoked a binge of corpo- 
rze spending on plant and equipment. 
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From an average of 13.4% of app in the 
early 1980s, the rate of private nonresiden- 
tial investment rose to 20% in 1990 and 
1991. Japan was now spending roughly 
twice as much on productive capital as it 
could hope profitably to utilize given the 
weakness of consumption and the con- 
straints on net exports. The consequent 
excess capacity, in turn, depressed the ef- 
ficiency of the domestic economy, vitiated 
enterprise profitability, and lowered the 
rates of return that households earned on 
their savings. 

Then came the bursting of the bubble at 
the turn of the decade, an event which ex- 
posed and intensified the economy’s under- 
lying deflationary tendencies. In 1992, firms 
began slowly to rein in their investment ex- 
penditures in what was, on a microeconom- 
ic level, a praiseworthy attempt to cut costs 
and elevate productivity. In macroeconom- 
ic terms, however, this decline in spending 
at a time when the gross national savings 
rate was still very high was dangerous. For 
unless some other sector of the economy 
expanded to replace the lost corporate de- 
mand, the weight of surplus funds would 
again bog the country down in deflation, re- 
cession, and conceivably even depression. 

It was therefore no coincidence that in 
1992 the government budget moved froma 
position of surplus into deficit. Through the 
rest of the decade and into the early 2000s 
that deficit would widen ever further, neu- 
tralizing the gradual contraction in com- 
pany demand and providing enough 
additional momentum to generate GDP 
growth averaging slightly over 1%. 

But while this modest growth was far 
preferable to what would have occurred in 


the absence of aggressive fiscal spending, 
a collateral effect of the stimulus was to 
drive up the national debt by 495 trillion 
yen through 2003 and even more thereaf- 
ter. Thus the unusually high savings rate 
undermined household wealth not only by 
depressing the rates of return available on 
those savings but also by rendering future 
tax burdens vastly more onerous. 


A Natural Resolution 


SINCE AN OVERABUNDANCE of capital is 
the fundamental cause of Japan’s most en- 
trenched structural distortions, encourag- 
ing households to persist in their historical 
frugality would be a grave mistake. The 
country evokes the Keynesian nightmare in 
which the “output gap”—meaning the de- 
gree to which aggregate supply exceeds ag- 
gregate demand—is so large that ordinary 
monetary and fiscal measures cannot bring 
the economy back to full employment. It 
needs to close the output gap and resume 
moderately inflationary growth. 

There are, however, only two healthy 
ways in which this may be accomplished: 
lowering the savings rate so that the vol- 
ume of excess funds shrinks, or doubling 
or tripling the current account surplus so 
that more of that money flows abroad. If 
the international community’s tolerance 
for the export of Japanese capital—or, 
equivalently, of Japanese goods and servic- 
es—is as limited today as it was in the 1980s 
and 1990s, then there is no real choice. 

Fortunately, demographic trends are al- 
ready effecting this change. At the turn of 
the century, the first wave of Japan’s previ- 
ously middle-aged workers quit the labor 
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force and, their income contracting mark- 
edly relative to their spending, embarked 
upon comparatively spendthrift retire- 
ments. Meanwhile, the older generations 
have also started transferring large sums of 
wealth to unexpectedly profligate children 
and grandchildren. 

The household financial surplus has 
plummeted. On a flow-of-funds basis this 
variable had ranged between 6% and 9% 
of GDP until 1998, but then declined to 1.7% 
in 2002 and moved briefly into negative 
territory in 2003 before rising slightly. The 
beneficial effect of this diminution has so 
far been muted by the corporate sector, 
which from 1998 onwards dramatically 
expanded its savings in order to pay down 
its copious bank debt. But this adjustment 
is nearing its conclusion. 

Once the gap between aggregate supply 
and aggregate demand has closed—per- 
haps early in the 2010s—demand will con- 
sistently surpass supply, app growth will 
ensue at the trend level of marginally 
above 1% per annum, and price inflation of 
perhaps 2% to 3% per annum will become 
a permanent feature of Japanese life. 

If one assumes an output gap of ap- 
proximately 3% of app, the economy could 
expand by 2.5% per annum for some three 
years before Japan entered the slow- 
growth period dictated by its shrinking la- 
bor force in about 2008 or 2009. In this 
way the excess of supply over demand 
would become an advantage, facilitating a 
strong recovery in the medium term and 
bringing an earlier return to significant in- 
flation. The likelihood of a prolonged re- 
cession or banking crisis should be much 
smaller than over the last 15 years. 
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Unresolved Problems 


WHILE BRIGHTENING THE outlook for the 
next decade, the decrease in the savings 
rate is not a cure-all. Consider first the role 
of the state. The Japanese government 
would be ill-advised to follow McKinsey’s 
recommendation by promoting more ag- 
gressive corporate restructuring before 
the output gap has closed, since that would 
undermine aggregate demand, discourage 
GDP growth and needlessly prolong the 
country’s struggle against deflation. But a 
second, if perhaps paradoxical, concern is 
that Japan may not shift to a strategy of 
aggressive reform when the time is right. 

Once the output gap has closed and in- 
flation is firmly established, the potential 
rate of real cpp growth will fall towards 
an average of 1.0% per annum unless the 
government admits millions of additional 
immigrants or markedly improves the ef- 
ficiency with which labor and capital are 
allocated. It is at this point that the dereg- 
ulation and corporate cost-cutting advo- 
cated by Ms. Farrell will become not only 
safe, but essential. 

A degree of skepticism is warranted in 
this regard, for it would take strong po- 
litical leadership to persuade the elector- 
ate of the need for such traumatic 
change—especially since Japan will by 
then have become a nation dominated by 
pensioners, many of whom may not share 
their government’s presumed commit- 
ment to long-term financial stability. So 
while a declining savings rate gives cause 
for relative optimism regarding the coun- 
try’s medium-term prospects, clouds still 
loom on the horizon. | 
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Hong Kong Forgets 
How to Compete 


by Andrew Pak-Man Shuen 





T A FAMILY wedding re- 
cently near Shanghai, 
the conversation turned 
to the widespread belief 
that China’s commercial 
capital will economically “outcompete” 
Hong Kong. The litany of anecdotal and 
sometimes contradictory evidence includ- 
ed Shanghai’s low wage levels, rapidly ris- 
ing incomes, red hot real-estate prices and 





even Formula 1 racing. 

Interestingly, many of the comments 
were based on the preconception that it is 
government that builds competitiveness. 
The Shanghainese praised some of the 
Hong Kong government’s responses to this 
challenge, including the “daring” construc- 
tion of a Disneyland and the rumored lob- 
bying to stop Shanghai from building its 
own. They even admired the political cun- 
ning of the Hong Kong government in pack- 
aging an industrial policy of creating a 
recycling park as environmental protec- 
tion. But because of Shanghai’s own gov- 


ernment efforts and the support of the 
Chinese central government, they believed, 
Hong Kong would be unable to outperform 
its northern challenger for much longer. 

So how will Hong Kong respond to this 
challenge? Unfortunately, the same mind- 
set that competitiveness relies on govern- 
ment action has evidently infected Hong 
Kong. That much was clear from the theme 
of Chief Executive Donald Tsang’s maiden 
policy address on Oct. 12. His vision to im- 
prove Hong Kong’s economy and build 
harmony? “Strong government.” 

This is a dangerously misguided ap- 
proach. Government can’t create competi- 
tiveness, it can only facilitate its development 
by the people. More freedom to allow the 
development and expression of the Hong 
Kong people’s talents and desires is a more 
certain path to improving competitiveness. 
Rather than strong government, Mr. Tsang 
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should make his slogan “strong people.” 

The goal of ever-rising prosperity and a 
higher standard of living is common to all 
governments, second only to national secu- 
rity. Economic competitiveness plays an in- 
tegral part toward achieving that goal. 
However, how is true competitiveness de- 
fined? How can a government improve the 
competitiveness of its economy and what 
kind of policies should be implemented to 
create the most competitive environment? 

The key to any pro-competitiveness 
strategy is the development, attraction and 
motivation of hardworking talent. Devel- 
opment of human resources starts with 
our children. Attracting the best people, 
not narrowly defined by university de- 
grees, but through commitment and mar- 
ket forces, allows flexibility in responding 
to changing market conditions. All this 
talent will be motivated when the govern- 
ment respects the economic choices these 
people make and allows them to enjoy the 
full consequences of those choices, posi- 
tive or otherwise. 


Development 


EFFECTIVE EDUCATION POLICY lies at the 
heart of the development of a competitive 
people. A successful government recogniz- 
es that education is a form of investment. 
In the long run, a more productive popula- 
tion creates goods and services people de- 
mand at a higher value output to input 
ratio, loosely defining efficiency. Allowing 
people to maximize their economic poten- 


tial creates a socially mobile society where 


the hope of new generations improving on 
the old is tangible and realistic. 
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In this realm the Hong Kong govern- 
ment is headed for failure. Unsurprisingly, 
the majority of the designers and opera- 
tors of the education system send their 
children to international schools or abroad, 
thereby allowing them to escape the very 
system they run. As all parents want the 
best education for their children, this rep- 
resents an admission that Hong Kong’s 
schools are woefully inadequate. 

The goal of liberalizing education is to 
offer to all children of Hong Kong what the 
children of these powerful and high earn- 
ing officials have. Demand, personified by 
the decisions of parents and students in 
where and how they are educated, should 
be empowered with school vouchers. Sup- 
ply, in the form of schools, should be liber- 
ated not only in terms of curriculum, but 
in all operational aspects, so that innova- 
tions could be swiftly implemented. Gov- 
ernment-run examination boards should 
be split up into fully competing units and 
fully privatized. 

Currently, the government not only de- 
cides the curriculum through its examina- 
tion boards, but also micromanages the 
system down to the level of individual 
schools. For example, the government 
chooses which teachers are suitable to be 
hired instead of letting school manage- 
ment decide. 

We cannot trust our children and our 
future to a structure whose caretakers 
avoid it like the avian flu. If the govern- 
ment trusts that parents want the best ed- 
ucation for their children and will 
carefully exercise their choice of schools, 
then the creation of world-beating talent 
is guaranteed. 
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Attraction 


THE CHALLENGE IN attracting hardworking 
talent to Hong Kongis a matter of minimiz- 
ing the impediments created by the Hong 
Kong government for these good people to 
come. Contrary to the lethargy demonstrat- 
ed by the government on education, the 
new chief executive’s decision to address 
this issue in his maiden policy speech in- 
spired hope. His pledge to “consider a new 
admission scheme to allow talented main- 
land and overseas people to stay in Hong 
Kong without securing a local job offer be- 
forehand” is truly a cause for celebration. 

Hong Kong is starting to recognize that 
it needs immigration because it has one of 
the world’s lowest fertility rates. Without 
a continuous flow of new talent, the popu- 
lation will continue to age, and then even 
to shrink. However, the main reason peo- 
ple fear immigration is the possibility that 
the newcomers will commit crimes or be- 
come a burden on society by using so- 
cial-welfare benefits paid for by taxpayers. 
Addressing these fears then is vital. 

The territory is largely made up of mi- 
grants and the children of migrants be- 
cause of the famed “Touch Base” policy 
that ended in 1982. Up until then, an illegal 
migrant from China could obtain a Hong 
Kong identification card, which brought 
with it the right to live and work in the ter- 
ritory, once he had proved his mettle by 
evading immigration and police authori- 
ties and reaching the downtown area of 
Kowloon. The original policy served Hong 
Kong well, as a generation of hard-work- 
ing refugees built a world-class city in the 
space of a single generation. 
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Everyone recognizes that it is politi- 
cally impossible for the government to re- 
turn to the “Touch Base” policy today. But 
could it create a new policy that captures 
its essence, without encouraging people to 
break the law? 

One solution would be the creation of 
Immigration Security Deposits. These 
would allow entry to the most highly mo- 
tivated and enterprising individuals, thus 
ensuring society would benefit without re- 
sorting to subjective or unfair rules of ad- 
mission. 

Any potential migrant would place a 
deposit of, say, $5,000 with the Hong Kong 
government and produce proof of good 
health. In return, the government would 
grant the migrant a work permit and per- 
mission to stay for three years. If the mi- 
grant committed a crime or became a 
burden on society, the deposit would be 
forfeited. Otherwise it would be returned 
upon completion of the three years, or 
could be rolled over for another work per- 
mit for four years. After a total of seven 
years spent in Hong Kong, the migrant 
would be entitled to permanent residency 
under current law. 

Hong Kong’s spectacular growth in the 
30 years from the 1960s attests to the pow- 
er of a policy that self-selects for talent and 
will. Whether a migrant finances a depos- 
it with their own capital or through bor- 
rowing, the opportunity cost will act as 
the barrier to entry which a migrant will 
have to consider before coming. 

Education for the children of migrants 
should be embraced in the rational expec- 
tation that these children will become pro- 
ductive citizens of Hong Kong. A certified 
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clean bill of health will ensure that at the 
very least, the people of Hong Kong would 
pay for no legacy health costs. The 1sp 
could also act as a form of Health Savings 
Account against health-care costs in- 
curred while in Hong Kong. The scheme 
could also be fine-tuned by raising or low- 
ering the size of the required deposits ac- 
cording to Hong Kong’s needs and the 
level of interest from potential migrants. 


Motivation 


LACK OF TRUST in the ability of Hong 
Kong’s people to make and live by their 
own decisions has resulted in policies that 
reduce their legendary appetite for work. 
The epitome of this distrust is the most 
widely disliked policy in Hong Kong, the 
Mandatory Provident Fund. This retire- 
ment savings scheme was founded on the 
principle that the people of Hong Kong 
cannot plan for their old age. 

To compound the problem, the govern- 
ment prohibits the use of the monies con- 
trolled by the fund for the two investments 
that bring the highest returns: education 
for one’s children and the funding of one’s 
entrepreneurial pursuits. This limited 
view of Hong Kong people’s ability to as- 
sess risk and plan for the future results in 
policies that disrespect property rights. 
The government should immediately move 
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to make the mPF voluntary. People’s moti- 
vation to earn is diminished by the knowl- 
edge that their control over their property 
and how it is invested is weakened by gov- 
ernment fiat. 

In manpower policies, yielding to labor 
activists’ demands, the government is also 
exploring mandated “standard working 
hours” and similar “protection” of workers 
against supposed capitalist exploitation. 
These measures will ultimately harm the 
most marginal workers, typically young 
people and new migrants, by reducing the 
flexibility of the workforce. Implementing 
the kind of rigid labor laws seen in France 
and Germany will result in their high levels 
of youth and long-term unemployment. 


HE LIST OF such restrictive mea- 
sures goes on and on. If the Hong 
Kong government’s lack of trust 
and respect for its own people is the big- 
gest threat to its competitiveness, not some 
challenge from a Shanghai juggernaut 
pumped up with government support. 
Creating, attracting and retaining the 
best talent will require a renewed focus on 
keeping Hong Kong economically compet- 
itive coupled with the political courage to 
travel that road. Strong government is not 
the answer. Limited government means 
strong people, and that is the true key to 
competitiveness. ty 
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From 


Pyongyang 





THE MULTILATERAL EFFORT to engage North Korea is engendering a 


new era in Asian diplomacy. China’s standing as a responsible power 


is enhanced, while Japan is asserting itself as an independent player. 


China’s Prize 


by Brad Glosserman 


EGOTIATIONS WITH NORTH 
N Korea are always so hard fought 
i right to the end, but the Joint 
Declaration released Sept. 19 after four 
rounds of six-party talks rates as an im- 
portant accomplishment. By most ac- 
counts, China is the biggest beneficiary of 
the last round (although we all can sleep a 
little easier with a peaceful diplomatic so- 
lution to a nuclear crisis in the works). 

So is Beijing the big “winner” thus far 
in the six-party talks? Does it deserve the 
credit it’s getting? And if so, what does it 
mean for the region? 

The Sept. 19 Joint Declaration lays out 
the parties’ general agreement and mutu- 


- ally agreed upon objectives to achieve the 


stated goal of “verifiable denuclearization 
of the Korean Peninsula in a peaceful man- 
ner.” After it was released, participants ap- 
plauded Chinese efforts in both halves of 
the fourth round—before and after the 
five-week recess in August—to craft a 
statement that the main antagonists, the 
United States and North Korea, could ac- 
cept. At one point, there was talk of “irrec- 
oncilable deadlock” but that proved 
premature. Most accounts credit Chinese 
diplomats for being scrupulously even- 
handed—and indefatigable—in their ef- 
forts. Those diplomats even cracked the 
whip, ultimately giving U.S. negotiator 
Christopher Hill a final draft and telling 
him “to take it or leave it.” 
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The entire six-party process is a credit 
to Chinese diplomacy. Despite steady criti- 
cism, Beijing has worked assiduously be- 
hind the scenes to nurture a diplomatic 
solution to the North Korean nuclear prob- 
lem. In the early days of the crisis, even be- 
fore the six-party talks began, China 
warned North Korean officials not to cross 
U.S. “red lines” concerning plutonium re- 
processing or missile tests and to refrain 
from provoking Washington. China sig- 
naled its seriousness by shutting down an 
oil pipeline for “technical problems” for 
three days. There has been a regular flow 
of envoys between China and the D.P.R.K., 
ensuring that both sides’ views are fully un- 
derstood. Given North Korean insecurities, 
the importance of a regular channel of com- 
munication must not be underestimated. 

Once the six-party talks began, Beijing 
brought the parties together and kept ne- 
gotiations alive and moving even when 
they appeared dead. Chinese patience and 
skill were critical in facilitating communi- 
cation between Washington and Pyong- 
yang after the North declared itself to be a 
nuclear power earlier this year and de- 
manded, therefore, an entirely new nego- 
tiating framework and context. China’s 
message was equal parts reassurance (that 
North Korea would not be isolated in the 
talks and its concerns would be taken into 
consideration) and rebuke (Pyongyang 
could not unilaterally alter the negotia- 
tions without facing serious consequenc- 
es). Of course, periodic inducements helped 
too: Beijing’s most notable payoff was the 
October 2003 promise to finance a multi- 
million dollar glass factory in the North, a 
factory that opened earlier this month. 
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On one level, China’s deep commitment 
to the six-party process doesn’t make much 
sense. After all, China was merely hosting 
a negotiation between two profoundly an- 
tagonistic parties. Any attempt at media- 
tion would be a recipe for failure and 
criticism. 

China had several reasons to stick it 
out, however. Most broadly, Beijing’s com- 
mitment to a mediatory role between the 
principal antagonists, Washington and 
Pyongyang, gives it leverage over both. 
There are also domestic politica] concerns: 
the need to ensure stability in Northeast 
Asia so that China could focus on its own 
economic development; status concerns: 
hopes that helping settle a crisis on the Ko- 
rean Peninsula would enhance Beijing’s 
image as a responsible diplomatic partner 
and international actor; security concerns: 
fears of nuclear dominoes in the region if 
North Korea successfully quit the Nuclear 
Nonproliferation Treaty or instability in a 
neighboring state; and diplomatic con- 
cerns: hopes that contributing to a settle- 
ment on the Korean Peninsula could prod 
the U.S. to do likewise with Taiwan. 

The above-mentioned incentives invol- 
ving nuclear security and Taiwan diplo- 
macy are on the whole the weakest factors 
influencing China’s advantageous engage- 
ment in the talks. For all the public postur- 
ing, Chinese analysts understand Japan 
well and know that the odds of it going re- 
actionarily nuclear are long. Moreover, 
China has been skeptical of U.S. claims 
about North Korean nuclear capabilities, a 
position that would seem to downplay the 
concern about nuclear dominoes. And 
Washington has been adamant that there 
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will be no quid pro quo between Taiwan 
and North Korea. 

That leaves domestic political impera- 
tives and status concerns. At private meet- 
ings and public speeches, Chinese 
interlocutors stress at every opportunity 
that their country’s rise will be peaceful, 
arguing that the Chinese leadership is fo- 
cused on domestic development, which re- 
quires a peaceful and stable international 
environment. The rhetoric is boilerplate, 
but that doesn’t make it false. The peaceful 
settlement of the nuclear crisis, presum- 
ably involving economic aid, would ease 
pressures on northeast China by stemming 
the flow of North Korean refugees across 
the border. 

Equally important in Chinese thinking 
is the opportunity for Beijing to cast itself 
as a responsible international actor, if not 
the master of Northeast Asian diplomacy. 
Chinese strategists foresee a grand prize 
for their involvement in the talks: influ- 
ence over the Korean Peninsula when this 
crisis is over. China is the only country to 
have good relations with both Koreas, and 
Beijing has positioned itself to exploit 
them. While working to keep Pyongyang’s 
confidence, Beijing has also courted Seoul, 
making clear the coincidence of the two 
countries’ interests on the peninsula and 
working to ensure that the two govern- 
ments’ negotiating positions are as closely 
in tune as possible. Beijing appears to take 
its cues from Seoul; it has certainly not 
gotten out in front of South Korean nego- 
tiators during the talks. 

Beijing’s diplomatic overtures to Seoul 
have been facilitated by economic and so- 
cial trends. China is now South Korea’s 
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top trade partner, and its largest export 
market, making up nearly 80% of South 
Korea’s total trade surplus. As of last year, 
China received 46% of all South Korean 
foreign investment. Tens of thousands of 
South Koreans are studying in China and 
Chinese make up the largest number of 
foreign students in the South Korea. 

China’s efforts have also been aided by 
the ascension of a political class in Seoul 
that sees both the U.S. and North Korea 
much differently than did its predecessors. 
While the official line in both capitals is 
that the alliance remains strong, the truth 
is the U.S.-South Korea alliance is under 
unprecedented strain, and the six-party 
talks have contributed to the tension. In 
the weeks after the release of the Joint 
Declaration, the South Korean press has 
reported U.S. displeasure with South Ko- 
rean negotiators. While the comments 
have been officially denied, the tensions 
are real, 

One of the biggest obstacles to China re- 
alizing its diplomatic agenda is, unsurpris- 
ingly enough, North Korea. The North is 
also conscious of the broader international 
context within which the six-party talks 
occur, and it has made every effort to en- 
sure that is not beholden to Beijing, and to 
minimize China’s ability to take credit for 
diplomatic accomplishments. Thus, North 
Korean negotiator Kim Gye-gwan an- 
nounced that the fourth round of talks 
would resume before a visit to Pyongyang 
by Chinese State Councilor Tang Jiaxuan, 
effectively depriving Beijing of credit for 
the resumption of the talks. 

Similarly, North Korea’s declaration, 
immediately after the release of the Joint 
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Declaration, that it expected light-water 
reactors before it would dismantle its nu- 
clear programs was another way of assert- 
ing its primacy in the talks and pushing 
China out of the limelight. Beijing respond- 
ed by pointedly noting that that was not 
what Pyongyang had agreed to and it knew 
full well what its responsibilities were. 

The tensions will be contained. Both 
China and North Korea need each other. 
North Korea needs an ally in the talks and 
China is the best bet among the other five 
parties; the only other credible option is 
South Korea but Pyongyang does not want 
to empower its rival. For its part, Beijing 
needs to maintain its influence in Pyong- 
yang to make it even more desirable in 
South Korean eyes. 

Vice Premier Wu Yi’s October visit to 
Pyongyang, for the anniversary of the 
Workers’ Party of Korea, reconfirmed Chi- 
na’s commitment to the “fraternal friend- 
ship.” The visit ensured that Beijing’s 
message about North Korea’s commit- 
ments was undiluted. 

Chinese Foreign Ministry officials 
have characterized their discussions of 
the six-party talks as “frank,” diplomat 
speak for “contentious,” and a label rarely 
used for China-North Korea talks. Going 
toe to toe with the North Koreans isn’t bad 
for China. It reinforces the notion that 
Beijing understands international obliga- 
tions and will not let ideology, history or 
convenience trump those responsibilities. 
That is precisely the image China wants to 
cultivate in Asia: it is a responsible power, 
ready to work on behalf of regional stabil- 
ity and prosperity. Thus far, the six-party 
talks help make that case. 
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Frightening the 
Neighbors 


by Kenta Tanimichi and 
Colum Murphy 


ESS THAN 24 hours after his 
L Sept. 11 election victory, Japa- 
nese Prime Minister Junichiro 
Koizumi told reporters that he hoped to 
normalize relations with North Korea dur- 
ing his next term in office. By resolving the 
abduction issue and establishing ties with 
the North, some analysts say Mr. Koizumi 
hopes to secure his legacy as a great peace- 
maker. 

It seems, however, that the opposite 
will happen under the new Liberal Demo- 
cratic Party-led government. Despite the 
modest progress made by the Sept. 19 Joint 
Declaration, Mr. Koizumi has little inten- 
tion of offering an olive branch to Kim Jong 
Il. If anything, Mr. Kim should expect To- 
kyo to become more hawkish in its dealings 
with him and his wayward state. 

For evidence of a tougher approach look 
no farther than the LDP manifesto, released 
ahead of the party’s landslide victory in 
September’s lower-house elections, in 
which Mr. Koizumi outlined his top goals 
for his remaining term that is expected to 
end in September 2006. On North Korea, 
his position is icily clear: without full reso- 
lution of a host of unresolved issues—not 
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least being the abduction, nuclear, and mis- 
sile issues—normalization of relations with 
Pyongyang would not happen. The mani- 
festo threatens economic sanctions against 
the North—the first time such tactics have 
been formally included in an Lop policy 
statement. 

A variety of factors help explain why a 
tougher position on North Korea by Japan 
has been emerging over recent months, 
and why it can be expected to become even 
more pronounced in the months and years 
to come, especially if the promises made 
by North Korea in the Joint Declaration 
turn out to be empty. 

Living up to his name Junichiro means 
“pure”), Mr. Koizumi has taken advantage 
of the postal-reform drama to purify the 
LDP of many Hashimoto and Kamei faction 
members who had been vehemently op- 
posed to Mr. Koizumi’s reforms. In their 
place, the Mori faction—the typically 
hawkish, small government-supporting 
faction affiliated with Mr. Koizumi—has 
become more powerful. 

Having cleared the upp of dissenters, 
Mr. Koizumi is now free to attempt com- 
prehensive changes, including changes in 
foreign policy. The scale of his September 
election victory was so great that even op- 
position politicians are coming round to 
his way of thinking on North Korea. In 
particular, the newly-elected leader of the 
opposition Democratic Party of Japan, Sei- 
ji Maehara, shares Mr. Koizumi’s hawkish 
tendency in foreign-policy issues. 

Chief among the slated reforms is the 
- revision of Japan’s constitution—specifi- 
cally the proposed revision of Article Nine, 
which currently disallows Japan’s Self De- 
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fense Forces from undertaking collective 
security actions. Mr. Koizumi wants to 
change that so that Japan will be free to 
send its spF abroad to participate in armed 
conflicts or humanitarian interventions as 
it pleases. (The current deployment of SDF 
to Iraq is an exception, requiring the pas- 
sage of a separate, one-off law.) But before 
the revision of Article Nine can be success- 
fully accomplished, it seems likely that an- 
other purge of the LDP may have to be 
orchestrated—this time against pacifist 
hoshu-honryu, or mainstream conserva- 
tives, who attach greater importance to 
economic growth than defense issues. 

On foreign-policy issues, Mr. Koizumi’s 
key supporters are the kokubo-zoku, or the 
national security “tribe.” This group in- 
cludes senior diet member Taku Yamasa- 
ki—a longtime close friend of Mr. 
Koizumi’s—and former Minister of State 
for Defense Shigeru Ishiba. Also included 
are several younger politicians. Many of 
them have been educated in the U.S. and 
strongly advocate a more aggressive stance 
on North Korea. 

One such proponent is the Lpp’s Ichita 
Yamamoto. In an interview with the RE- 
VIEW earlier this year, Mr. Yamamoto de- 
clared, “the most urgent issue on Japan’s 
foreign-policy agenda is to prevent North 
Korea from conducting a nuclear test.” 

“If we allow Kim Jong II to go to a nu- 
clear test...it will change the whole para- 
digm of security in East Asia for Japan,” 
Mr. Yamamoto warned, adding that a nu- 
clear North Korea would require Japan to 
reconsider its options, including building 
up the spF’s. Air Force, introducing Toma- 
hawk and other missiles from the U.S.— 
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even going nuclear. “I am very much afraid 
that even the argument of arming Japan 
with nuclear weapons will arise,” he said. 

This kind of talk is still light years away 
from the official diplomatic line being 
spun by the likes of Yoriko Kawaguchi, Mr. 
Koizumi’s former foreign-policy adviser. 

“[Our] basic position vis-a-vis D.P.R.K. 
is that we will solve this peacefully,” she 
told the REVIEW earlier this year. “Our ba- 
sic stance is pressure and dialogue, and six- 
party talks are an important forum for 
making D.P.R.K. behave as a responsible 
member of the international community.” 

Yet the longer North Korea fails to ad- 
dress Japan’s concerns, the less likely the 
“peaceful” approach will work, and the 
more likely the hawks will get their way. 
Two domestic factors only serve to increase 
these chances. 

First, the abduction issue has struck a 
chord with many Japanese. Public senti- 
ment changed dramatically on Sept. 17, 
2002, when Kim Jong Il admitted, during 
Mr. Koizumi’s historic visit to Pyongyang, 
that his government had abducted Japa- 
nese citizens. This confirmed long-stand- 
ing suspicions that a total of 13 Japanese 
citizens, including a 13-year-old junior 
high-school student and three couples, 
had been forcefully taken to live in D.P.R.K. 
As Kim Jong Il candidly explained, the 
reasons for the abductions were: “Firstly, 
to enable [our] special state agencies to 
study the Japanese language and secondly 
to use someone else’s identity to enter 
South [Korea].” Not surprisingly, most 
Japanese were outraged. 

Since these revelations, the Japanese 
government has managed to secure the re- 
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lease of five of the abductees and eight of 
their family members. Yet the issue is far 
from resolved. A stricter approach by Mr. 
Koizumi to North Korea will be welcomed 
by a still indignant Japanese public. 

Second, the lobbying pressure of pro- 
Pyongyang ethnic Koreans has weakened 
considerably in recent years. Japan is home 
to some 600,000 ethnic Koreans. Just as 
their “fatherland” is divided between com- 
munist North and capitalist South, so too 
are the loyalties of the Korean diaspora in 
Japan. The pro-Pyongyang Chongryong, or 
the General Association of Korean Resi- 
dents in Japan, once had considerable in- 
fluence over Japanese foreign policy on 
North Korea. But Chongryong is reported 
to be losing 10,000 members each year as 
more and more members opt for South Ko- 
rean or Japanese citizenship. An even 
weaker Chongryong will give Mr. Koizumi 
greater scope for applying punitive mea- 
sures on the North. 

As elsewhere in his foreign policies, 
Mr. Koizumi will, of course, have to keep 
a watchful eye on Seoul and Beijing so that 
his actions do not further fuel anti-Japa- 
nese sentiment in the region. 

Yet apprehension about disapproval 
from China and South Korea, however, 
will probably not be sufficient to temper 
Mr. Koizumi on North Korea. Emboldened 
by his popular mandate, a purged party, 
the prospect of a revised constitution, 
emotional public concern for the fate of 
Japanese hostages in the North, and the 
diminished role of pro-Pyongyang Kore- 
ans in Japan, Mr. Koizumi and Japan look 
set to take a more resolute stance against 
Kim Jong II. = 
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China: Selling Out 
The Family Farm 


by Benjamin Robertson 





R. WEN IS a successful 
pigeon rearer. His 80 
mu (just over five hect- 
ares) of land near the 
city of Dongguan in 
southern China sits among fertile paddy 
fields and battery chicken farms. In 2001, 
realizing that pigeons were a popular dish 
in neighboring Hong Kong, he took out a 
considerable loan of $346,000 and signed 
a 20-year agreement with the local gov- 
ernment for use of the land. He thought he 
had made a safe investment, selling pi- 
geons across the border and packaging 
their guano as fertilizer. He was wrong. 
Like millions of farmers in China who 





have only land-user rights rather than 
ownership rights, Mr. Wen soon found out 
how vulnerable his holdings were. In May 
this year he received notice from the local 
government that, due to environmental 
concerns, the land was to be grassed over, 
for which he would be paid around $10,000 
in compensation. Incensed, he gathered 


together 600 farmers and marched on lo- 
cal government headquarters. His lawyers 
suspect the government ultimately wants 
to develop the area as an economic zone to 
attract international companies. Rebuff- 
ing his efforts for an audience with the lo- 
cal Communist Party secretary, the 
government simply ignored him. He now 
plans to sue them, citing lack of scientific 
evidence to support the claim of environ- 
mental degradation. 

His case is far from unique; it is one of 
the ironies of modern China, a republic 
founded on its commitment to eradicating 
the exploitation of farmers. Rural land sei- 
zures and subsequent unrest are now so 
prevalent that they pose a real threat to 
stability, even raising the specter of rural 
mobs descending upon the Communist 
Castle of Zhongnanhai, flaming torches 
and pitchforks held aloft. 





=~ Mr. Robertson is a Beijing-based journalist. 
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‘In trying to ascertain the scale of the 
problem, research conducted by the De- 
partment of Rural Development at the 
Chinese Academy of Social Sciences esti- 
mates that since the early 1980’s, 30 mil- 
lion to 40 million farmers have had land 
appropriated. How many did not receive 
the compensation agreed, or any compen- 
sation at all, is unknown. The same re- 
searchers at cass also say that over 50% of 
farmers who have lost land now experi- 
ence a lower standard of living, suggesting 
that the process of land transfer is far from 
a win-win situation. Why is this? 

Collectively owned by the country’s 
800,000 villages, land is the security net 
_ of last resort for 800 million Chinese. Ata 
time of economic uncertainty for many, 
being able to survive off the land is both 
financially and psychologically reassuring. 
Some of the more dramatic scenes wit- 
nessed, including distraught farmers set- 
ting themselves on fire on Tiananmen 
Square, demonstrate that losing land is not 
only about losing a livelihood, but also an 
identity. 

Driven—some might say obsessed—by 
the need to remain self-sufficient in the 
production of key foodstuffs, as well as to 
protect the land from hawkish developers, 
the State Council has laid out laws detail- 
ing procedures by which cultivated land 
can be converted to noncultivated land. it 
is a laborious process involving getting 


permission from government agencies at’ 


different levels, calculating appropriate 
compensation for current land users, and, 
finally, gaining the consent of the farmers 
themselves. In the event of a dispute, the 
law says, “Neither party shall alter the sta- 


tus of land utilization prior to the resolu- 
tion of the dispute over the land ownership 
and the right to use.” In China, theory and 
practice make poor bedfellows. 

Indebted to the tune of $62 billion local 
governments, whose performance is mea- 
sured by cpp growth, have an economic 
and political incentive to supply land to 
businesses rather than leave it for small 
farmers who, since the start of this year, 
no longer need pay agricultural taxes. In 
return for supplying the land, local gov- 
ernments receive investment, jobs, and tax 
revenues. 

In doing so, however, there is a set pro- 
cedure for dealing with farmers with land- 
user rights. In deciding compensation for 
farmers, three factors are taken into con- 
sideration: the output of the land, the val- 
ue of any equipment, infrastructure or 
housing, and the cost of relocation. Until 
last year, the maximum amount of com- 
pensation permissible was the annual out- 
put of land multiplied by thirty. So if land 
yielded $124 of produce a year, the maxi- 
mum amount of compensation was $3,750. 
This ceiling has since been removed, but 
guidance over a suitable timeline for cal- 
culation is still absent. 

There are a number of problems with 
the way these calculations are made: 

# It isin the local government’s econom- 
ic interest to keep compensations to a mini- 
mum and maximize their profits. Any 
purchase request for land needs to be 
placed on a public auction board so that 
others can compete. The highest bidder 
wins the land, and the relevant land bureau 
then arranges compensation for farmers. 
The bureaus’ own interest lies not in ensur- 
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ing the well-being of displaced farmers, but 
in paying them as little as possible. 

* There are no clear standards for cal- 
culating the output of the land. How do you 
measure the value of wheat as compared 
with barley or pigs with pigeons? There is 
no fixed amount or transparent methodol- 
ogy for doing this, leaving the door open 
for ambiguity. 

* Since farmers are seen as tenants, the 
market value of the land is not a factor in 
deciding compensation. This is the case re- 
gardless of whether the farmer lives on 
the outskirts of Beijing or on the edge of 
the Gobi Desert. But for the farmer, who 
now most likely has to relocate to the 
nearest city, fair compensation for his 
land should reflect the cost of living that 
he will now have to endure living in the 
nearest metropolis. 

# A farmer’s level of debt is not factored 
in. Naturally, how much a farmer borrows 
varies, but a wise policy would promote in- 
vestment in the land as a means of increas- 
ing production and raising rural living 
standards. 

# The time frame left to run on the land- 
user rights is not always considered when 
calculating compensation. Land-user rights 
in themselves are assigned rather than 
bought, but farmers who have lived in a 
village for generations expect the land to 
remain theirs for generations more and in- 
vest accordingly. 

æ Awarding of a hypothetical compen- 
sation to a farmer does not mean that he will 
receive this amount. When distributing the 
compensation, the money is passed via the 
local government and the village commit- 
tee to the farmers. At each stage, there is 
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“leakage” as officials take their “fees.” 
Sometimes this is nominally justified in 
the case of local governments by the need 
to provide insurance for unemployed 
farmers. In some cases, farmers are not 
even consulted on the issue. Regardless of 
what the law says, there have been plenty 
of instances where the local government 
deals directly with unscrupulous village 
committees without the knowledge of 
farmers, lubricating the deal with the cus- 
tomary exchange of red envelopes. 

Government statistics show that dem- 
onstrations and disturbances are on the 
rise. The minister for Public Security, Zhou 
Yongkang, said recently that the number of 
“mass incidents” rose from 58,000 in 2003 
to 74,000 last year, involving 3.6 million 
people. A breakdown on rural versus ur- 
ban disputes was not given. 

Protests do not necessarily end peace- 
fully. Earlier this year, a video shot in 
Shengyou village in Hebei province 
showed pitched fighting between farmers 
and thugs brandishing metal bars and a 
shotgun. At the end ofthe violence, which 
was instigated by the thugs hired to drive 
the villagers from their land, six people 
were reportedly left dead. 

Abuse of farmers’ rights was seen as so 
widespread that last year Beijing ordered a 
temporary halt to all land rezoning, a move 
also seen to be aimed at cooling a specula- 
tive property market. In addition, high-lev- 
el officials have been fired for taking related 
bribes, most notably the former minister of 
Land and Resources, Tian Fengshan. 

As we have seen, the reasons behind 
land seizures are multiple, and dealing 
with them complex. One problem is that 
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the interests of central and local govern- 
ment are not always in accordance with 
one other. Whereas the central govern- 
ment may stress national stability, local of- 
ficials are more concerned about the 
financial status of their coffers, winning 
promotion through impressive GDP growth 
figures, and possibly making something on 
the side. Whenever possible, protests are 
suppressed and demonstrators who travel 
to Beijing are often chased by regional po- 
lice authorities who drag them back home 
before they can say anything. 

In tackling the issue, there are three 
key steps to take, though none are simple 
to implement and all are a testament to the 
complexity of the issue. 

æ Enhance transparency of the compen- 
sation process. At present there is no trans- 
parency on how compensation is decided. 
There are no clear standards for assessing 
a land’s value, nor for showing how com- 
pensation monies are divided between 
government bureaus, village committee 
officials, and farmers. Without transpar- 
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ency there is suspicion, and undoubtedly 
injustice. 

æ Strengthen the legal environment to 
allow farmers access to the courts. If farm- 
ers and their lawyers can present their 
case freely in a public court, in many of the 
more egregious cases it would not be hard 
to prove wrongdoing. The incentive on the 
part of the land bureaus then shifts from 
simply making money to ensuring that 
compensation is paid according to the law, 
as asuccessful lawsuit carries the possibil- 
ity of ending a political career. 

# Land ownership reform itself. The 
question of private land-ownership rights 
is one that many land experts in China have 
said needs to be implemented, but one that 
all admit will take many years. This year’s 
introduction of the auction board, whereby 
an application for land has to be publicly 
contested, introduces the idea of supply and 
demand and market pricing in a manner 
transparent to observers. Going from here 
to full ownership rights, however, will be a 
long series of short steps. ty 
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Changing China’s 
Growth Model 


by Justin Yifu Lin 


Ewen 


HE NATIONAL ECONOMY 
still has some problems 
and conflicts. First, the 
general level of our na- 
tional economy is still 
low. In 2004 our app per capita was $1,277, 
3.2% of that in the United States in the 
same year ($40,100). China has to main- 
tain a relatively fast growth rate to narrow 
the gap with developed countries. Second, 
a systemic flaw of our national economy, 
which could be characterized as “opening 
leads to exuberance, exuberance leads to 
chaos,” has not been eradicated. Repeti- 
tive, blind and overheated investments 
still create the possibility for big fluctua- 
tions in the economy. 

Third, the ratio of income inequality be- 
tween cities and countryside is growing. It 
was 2.6 :1in 1978. After the family respon- 
sibility system replaced collective produc- 
tion, agriculture developed rapidly. 
Farmers’ income increased, and the city- 
countryside income inequality ratio de- 





clined to 1.8 : 1 in 1984. After 1985, market 
economy-oriented reforms spread to the 
cities and brought fast growth in the na- 
tional economy, while growth in country- 
side remained sluggish. By 2004 the income 
difference had reached 3.2: 1. 
Furthermore, the income structure of 
the cities diversified. State-owned compa- 
ny workers were laid off and employment 
was subject to market forces, which pushed 
some people into the unemployed low-in- 
come class. At the same time, other people 
became rich, taking advantage of market 
opportunities. Moreover, some people ex- 
ploited their privileges and loopholes in the 
system and became nouveau riche. Accord- 
ing to Gini coefficient, an indicator of in- 
come inequality, 0.45 is the critical level of 
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œ Mr. Lin is director of the Center of Chinese 
Economic Research, Peking University. This ar- 
ticle was originally published in the center’s Oct. 
13 bulletin under the title of “Changing the Mod- 
el of Economic Growth and the ‘11th Five-Year 
Program.” Translation by Xiaohui Restall. 


eee ee 


income unfairness. Some researchers have 
found that it has reached 0.48 in China... 

According to the current situation of 
China’s social economy, except those who 
become super rich by taking advantage of 
their privileges and loopholes, the rich peo- 
ple in our country are at most middle-class 
when compared with the rich people in de- 
veloped countries. Therefore, the major 
conflict of our economy is not that the rich 
are too rich, but that the poor are too poor. 
Most of these poor people are in the coun- 
tryside, which widens the gap between 
the cities and countryside. Because poor 
people are also appearing in cities, the issue 
of unfair income allocation arises. Because 
of poor people, medical and educational ex- 
penses become problems, and for the same 
reason, there are always people willing to 
do the work that does not meet safety and 
environmental standards. 

During the 1th five-year program, our 
government needs to create conditions to 
allow fast and stable growth of national 
economy, and at the same time, make the 
growth of poor people’s income surpass 
that of the rich people. Only then can we 
narrow the gap between the rich and the 
poor, solve social problems and accomplish 
both fairness and effectiveness. The major 
resource of income for the poor is labor pro- 
ductivity, while the rich have capital be- 
sides labor productivity. Therefore, only 
when the poor can be sufficiently employed 
and their salary increases faster than the 
that of the rich people during the process 
of national economic growth can fairness 
and effectiveness both be achieved. 

Atthe current stage of development, the 
characteristics of our country are that labor 
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is relatively abundant and cheap while cap- 
ital is relatively scarce and expensive. 
Therefore, our comparative advantage lies 
in labor-intensive industries and labor-in- 
tensive sectors within capital-intensive in- 
dustries. To develop such industries will 
give us the greatest competitiveness in do- 
mestic and international markets and 
achieve the fastest development.... 

On the contrary, if we continue the 
strategy of overtaking instead of economic 
reform, and focus on developing industries 
without comparative advantages, we might 
achieve rapid economic growth stimulated 
by investment at the beginning. However, 
these companies with low efficiency would 
lack the ability to survive in an open market 
economy without government protection 
and subsidies. This economic growth can- 
not be sustained without the exhaustion of 
resources. Moreover, the large investment 
scale of each project creates few employ- 
ment opportunities and cannot use the ex- 
cessive labor in countryside. Poor people 
can’t be sufficiently employed, and their 
low income will widen the gap between cit- 
ies and countryside. 

The large-scale capital invested into 
those industries can only come from very 
rich people or those who have good govern- 
ment connections and can borrow from 
banks. But the companies established by 
the investments will need government sub- 
sidies to survive. The subsidies can only 
come from the low-income people who are 
totally different from those who make the 
investments. When low-income people 
start subsidizing rich people’s investments, 
income allocation will become more and 
more unfair. t 
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ONE BILLION CUSTOMERS: 
LESSONS FROM THE FRONT LINES 
OF DOING BUSINESS IN CHINA 
by James McGregor 
Free Press, 336 pages, $27 
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_Reviewed by CLINTON DINES 


HEN YOU SEE Jim McGregor’s 
W \ book in an airport bookshop, 

stacked between the rival pub- 
lications in the China business section, you 
might be tempted not to give it a second 
glance. Between the cumbersome and de- 
rivative title and the obligatory glossy red 
cover, the immediate point-of-sales po- 
sitioning of this work is not particularly 
compelling. Even Mr. McGregor’s well- 
nourished visage glowering portentously 
out of the back cover of some editions does 
little to dispel the impression that this 
is just another of those production-line 
“How-to-be-a-China-business-expert-in- 
12-quick-chapters” pulp nonfictions. 

In fact, the book is a very distinctive of- 
fering worthy of an honored place on any 
executive Sinophile’s bookshelf. So just ig- 
nore the cover and try to steal it. 

Mr. McGregor is himself something like 
his book: not to be judged by first impres- 
sions. When he rumbled into Beijingin 1990 
as ajournalist with The Wall Street Journal, 
China was suffering under a post-Tianan- 
men malaise. Treated with great suspicion, 
foreign journalists were largely constrained 
from seeing anyone or going anywhere. Of- 
ficials often rapped them over the knuckles 


os Mr. Dines is head of China operations for a 
major multinational corporation and has lived 
and worked in China for 26 years. 
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for attempting to write anything remotely 
interesting. Mr. McGregor recounts his ef- 
forts to make contact with local people by 
trolling the parks using his young daughter 
as “interview bait” to create opportunities 
for interactions with leery local Chinese. 
Foreign business, too, was gun-shy, and 
assiduously avoided discussing their activ- 
ities with the media. This was a frustrating 
period for all participants. 

Mr. McGregor’s subsequent experi- 
ence—as head of Dow Jones’s business in- 
terests in China, which is the background 
to one of several very illuminating business 
episodes described in the book—was also 
challenging to the point of dismay. Such 
experiences caused many others to leave 
China in disgust and embark on a career of 
long-distance Sinophobic sniping that char- 
acterizes a great deal of what passes for in- 
formed China commentary these days. 

Mr. McGregor has chosen to forego this 
type of judgmental negativity and the de- 
veloped-world conceits which accompany 
it. It says much about the author, and adds 
immeasurably to the value of his book, that 
he rises above his bruising personal expe- 
riences in China and has abjured the sloppy 
approach of simply criticizing the Chinese 
way of doing things. Mr. McGregor cleaves 
to a uniquely balanced approach, tweaking 
both small Chinese and large foreign noses 
with cheerful equanimity. 

It is this tone of affection for the Chi- 
nese as a people and for China as a busi- 
ness experience that really sets this book 
apart. China can be a vastly entertaining 
and stimulating place to live and work. Mr. 
McGregor captures this sense without giv- 
ing any suggestion that the environment is 
anything but challenging. 


er ee ee 


Like any good storyteller, he spends the 
first couple of chapters setting the back- 
drop against which each of the subsequent 
vignettes are played out. Serious students 
of Chinese culture or society may quibble 
with some of the sweeping statements in 
the opening chapter. Mr. McGregor is a 
dab hand at sweeping statements, but the 
kernel of truth always saves him from be- 
ing simply glib. Learned China historians 
will probably protest at the compressed, 

galloping second chapter: China’s-last- 
200-years-of-history-for-the-uninitiat- 
ed. But Mr. McGregor’s quick-fire points 
in these chapters are all well made, and 
both chapters are worth referencing again 
as the remainder of the book unfolds. 

The other distinguishing elements of 
this book are the writing, the quality of 
the research and the structure. Working 
with a good editor and liberated from the 
Wall Street Journal’s turgid news article 
structure, Mr. McGregor’s narrative flows 
and engages. 

The content is exceptional. You may 
have heard of some or all of the business 
events recounted in One Billion Customers, 
but I guarantee you didn’t know the de- 
tails—or even that there were as many de- 
tails, players, events and machinations as 
Mr. McGregor has managed to dig up. One 
suspects that some of the people named in 
this book may be unpleasantly surprised 
to see their roles and behaviors so vividly 
displayed. 

There are instances in which the au- 
thor apparently takes a little poetic li- 
cense—being in the room with President 
Clinton and Zhu Rongji, for example. But 
Mr. McGregor is one of the world’s great 
networkers, and has an amazing range of 
contacts and acquaintances. This is at- 
tested to by the five pages of people listed 
in the acknowledgements (including this 
reviewer). Even if Mr. McGregor wasn’t 
in the room, he probably knows someone 
who was! 


After the first two stage-setting chap- 
ters, Mr. McGregor proceeds to deliver 
his account of the wild things that can 
and do happen in business in China. The 
subsequent six chapters are extraordinari- 
ly detailed, real-life case studies of doing 
business in China. They are written un- 
der imaginatively titled umbrella themes. 
Each chapter is summarized with a “What 
This Means For You” homily, which helps 
to review the key takeaways, and closes 
with a list of snappy one-liners. 

As suggested earlier, some may nit-pick 
with the potted history, contest the sweep- 
ing conclusions, or challenge the occasional 
piece of poetic license. But that would be to 
miss the point entirely. Mr. McGregor has 
made an accessible but meaty contribution 
to the field of China business literature, and 
raised the bar considerably for anyone who 
wants to play the game in the future. 


THE LATHAM DIARIES 
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Melbourne University Press, 
440 pages, A$39.95 
er 


Reviewed by STEPHEN MAYNE 


HE AUSTRALIAN POLITICAL 
scene remains in a state of shock 

after the man who many thought 
would become prime minister in October 
2004, former Australian Labor Party lead- 
er Mark Latham, released this political 
memoir last month. The book is an extraor- 
dinarily vituperative attack on Australia’s 
oldest political party, the broader politi- 
cal system and the media elite—particu- 
larly Rupert Murdoch, who controls 70% 
of Australia’s newspapers. 

The subsequent attacks on the book and 
the man have been equally brutal. None- 
theless, it is selling well, as an Australian 
public, bored by political spin and self- 
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serving platitudes, soaks up this unprece- 
dented warts-and-all account of life inside 
the party which holds power in the local 
governments of all eight Australian states 
and territories, but does not form the fed- 
eral government. There have been several 
attacks on the accuracy of the thousands 
of revelations but, tellingly, nobody has yet 
initiated legal action against Mr. Latham 
or his brave publishers, Melbourne Uni- 
versity Press, using Australia’s plaintiff- 
friendly defamation laws. 

However, Mr. Latham has hurt the pros- 
pects of Labor returning to national gov- 
ernment. The No. 1 target in his Diaries is 
bitter rival and successor Kim Beazley, a 
minister for 13 years in the Labor govern- 
ments led by Bob Hawke and Paul Keating. 
Mr. Beazley was always going to struggle 
against the perception he was a recycled 
leader who lost to John Howard in 1998 
and 2001. But he has now slumped to record 
lows in the opinion polls, and many believe 
his position is terminal after this extraordi- 
nary own goal by Labor. 

While many targets of the book wouldn’t 
agree, The Latham Diaries is a compelling 
and at times entertaining read for those 
with an abiding interest in Australian pol- 
itics. Mr. Latham is nothing if not a larrikin 
(Australian for a person prone to comical 
or outlandish behavior) who grew up in the 
rough and tumble of a public-housing es- 
tate in western Sydney and loves the Aus- 
tralian vernacular. “Opposition politics 
feels like dog s--- on the boot of democra- 
cy,” he wrote in August 1996. 

The world has thrown up many disil- 
lusioned former political leaders, and for 
those who never move beyond opposition, it 
can be doubly frustrating. “It is not unusu- 
al for people who try to change the system 


o> Mr. Mayne is a Melbourne-based journalist 
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ed www.crikey.com.au, labeled a “s--- sheet” in 
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to leave public life with feelings of betrayal 
and disappointment,” Mr. Latham wrote in 
May 2005. “This was certainly my experi- 
ence as Labor leader. My commitment to 
the Labor cause was destroyed by the bas- 
tardry of others.” 

Mr. Latham, then 42, was installed by a 
desperate Labor Party as leader in Decem- 
ber 2003 to tackle an entrenched conserva- 
tive prime minister who had been in power 
since March 1996. He was a controversial 
choice given his record of calling Mr. How- 
ard “an arse-licker” for joining George W. 
Bush’s coalition of the willing in Iraq. He 
also once broke the arm ofa taxi driver over 
a disputed fare. 

“No more crudity,” was the catch-cry 
on becoming leader. But after a demoraliz- 
ing election defeat and a bout of pancreati- 
tis, Mr. Latham quit parliament in January 
this year. Now the crudity, along with co- 
pious amounts of bile, is back. 

For all the colorful revelations and 
abuse recording his 11 years in the federal 
parliament, Mr. Latham also produced a 
thoughtful 21-page essay by way of intro- 
duction. “A diary can go places that the 
media or historians can never see, and 
it does so with striking immediacy, free 
from revisionism and party political cen- 
sorship,” he writes. 

He calls it “politics in the raw,” and the 
Australian public is lapping it up, despite 
almost unanimous condemnation from 
the Canberra Club of politicians and jour- 
nalists, who are collectively and individu- 
ally savaged. Journalists are attacked for 
publishing untrue rumors, being blatant- 
ly partisan, straight out unethical or even 
sifting through politicians’ garbage for sto- 
ries. Private conversations with everyone 
from past Labor prime ministers such as 
Mr. Hawke (“tightly focused on money”) 
and Mr. Keating (“a comic genius”) are 
revealed as Mr. Latham brazenly burns 
bridge after bridge while providing the 
public with some unique insights into what 
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really goes on “below the waterline.” 

During Labor’s 13 years in office from 
1983 to 1996, Mr. Keating deregulated 
the financial system, embraced Asia and 
opened up the economy. Australia’s all- 
powerful domestic banks now constitute 
about 30% of the Australian stock mar- 
ket, and Mr. Latham quotes Mr. Keating 
privately saying that “the one thing that 
would tempt me back into parliament 
would be a chance to f--- the banks.” 

The Iraq war has been a divisive issue 
in Australian politics, and despite public- 
ly supporting the U.S. alliance during his 
campaign to become prime minister, Mr. 
Latham has now revealed that he support- 
ed an independent foreign policy similar 
to that of New Zealand. Clearly his defeat 
averted a potential crisis in the alliance 
with the U.S., but it has also raised genuine 
concern about the honesty of politicians’ 
public positions. 

Rejected emphatically by the voters, 
especially women, Mr. Latham is now fo- 
cusing on being “a home dad.” He remains 
profoundly pessimistic about Australian 
democracy, the disengaged and materi- 
alistic middle class and Labor’s decaying 
machine politics, which sees a dwindling 
grass-roots membership base disenfran- 
chised by the union leaders and machine 
men who increasingly control the party’s 
direction. 

There is no doubt that Mr. Latham is 
also playing an often cruel game of re- 
venge. In many instances he exaggerates 
his point, such as the claim that Mr. Beaz- 
ley is an indecent and inveterate muckrak- 
er who spread false sexual rumors about 
him over a six-year period. Yet Mr. Bea- 
zley has been seriously wounded by Mr. 
Latham, who graphically reinforces the 
impression that the current Labor Party 


leader lacks ticker, flip flops on key issues, 
and is an unreconstructed supporter of 
tax-and-spend big government. 

The Howard government has been giv- 
en a huge gift that will almost certainly 
still feature in conservative advertising 
at the next national election in 2007. The 
only possible upside for the ALP is that the 
book triggers some long overdue struc- 
tural reform, along the lines of the formal 
separation from the trade union move- 
ment engineered by Tony Blair in the U.K. 
when he was leader of the Labour Party in 
opposition. 

However, the sheer ferocity of Mr. 
Latham’s scattergun attacks has over- 
shadowed the many salient arguments 
for structural change. His profound pessi- 
mism saw him give a recent public lecture 
urging young people to avoid the toxic cul- 
ture of a political career. Yet Mr. Latham 
himself is arguably the most bitter and 
poisonous of them all, and Labor will take 
many years to live down the fact that they 
wanted this man to lead the country. Even 
senior Labor figures are now publicly say- 
ing Australians made the right choice in 
returning Mr. Howard last October. 


THE MONSTER AT OUR DOOR: 
THE GLOBAL THREAT OF AVIAN FLU 
by Mike Davis 
New Press, 177 pages, $21.95 





Reviewed by COLUM MURPHY 
UST WHEN COVERAGE of bird flu 
in the media seems to be reach- 


ing its zenith, along comes The 


Monster at Our Door, which in addition 
to its sensationalist title features a lurid, 
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tabloid-style cover. What the global debate 
over avian influenza arguably needs now 
is a book that proffers policy prescriptions 
and solutions. So does Mr. Davis add more 
heat or light? 

Surprisingly, if one also puts aside the 
chapter titles—“The Triangle of Doom,” 
“Plague and Profit,” “Edge of the Abyss”— 
the author does manage to avoid over dra- 
matic doom and gloom in the actual text. 
Through solid research and writing, he 
presents the threat of bird flu in a compel- 
ling but responsible manner. 

Yet when it comes to satisfying the 
loftier goal of providing solutions to what 
many believe is an inevitable global pan- 
demic, Mr. Davis disappoints. Instead, he 
squanders this valuable opportunity, pre- 
ferring instead to engage in finger point- 
ing at those governments, institutions 
and individuals he essentially accuses of 
negligence. 

The Bush administration is singled out 
for particularly strong criticism. So too are 
the big food companies, whose determi- 
nation to industrialize the production of 
food is seen by Mr. Davis as plain evil. Nor 
do the big pharmaceutical companies es- 
cape his wrath—Big Pharma is apparently 
more interested in profiting from “outra- 
geous prescription prices” and marketing 
lucrative lifestyle enhancers (such as Vi- 
agra) than wiping out infectious disease 
by developing vaccines. Mr. Davis also 
regards international health-care orga- 
nizations such as the World Health Orga- 
nization as ineffective and corrupt. 

To be fair, Mr. Davis’ book contributes, 
albeit modestly, to a better understanding 
of the complexities of tackling bird flu. 
The author follows the bird flu trail as it 
zigzags from the small poultry farmer in 
Vietnam, to the wet markets of burgeon- 
ing industrial towns in southern China, 
to the factories of antiviral drug manu- 
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facturers in Switzerland, to the labora- 
tories of vaccine-developers in the U.S., 
to the offices of international organiza- 
tions in Rome, Geneva and Paris, and ul- 
timately to the White House. The sheer 
number of players in the bird-flu drama is 
staggering. It is also depressing given the 
almost complete absence of coordination 
between them. 

Highly pathogenic avian influenza has 
infected more than 110 people, claiming 
about 60 lives—mainly in Southeast Asia— 
during the current outbreak that began 
in late December 2003. The disease first 
jumped the species barrier in 1997, when 
six people died in Hong Kong, but to date 
there is no hard evidence of human to hu- 
man transmission, which would be the 
key to a pandemic. In August of this year, 
traces of the virus—thought to be spread 
by migratory birds—were discovered in 
Russia. More recently, Turkey and Roma- 
nia reported cases among birds, confirm- 
ing that bird flu is not an “Asian problem” 
but a global concern. 

For Mr. Davis, four factors explain why 
bird flu is rapidly spreading. These are the 
so-called “livestock revolution” in animal 
husbandry; the rapid industrialization of 
southern China; the emergence of super- 
cities; and the absence of a global health- 
care system. 

During the livestock revolution of the 
1980-90s, production of poultry and swine 
increased dramatically to feed the demand 
for animal protein from the growing pop- 
ulations of developing countries, especially 
China. The result has been the emergence 
of large livestock-rearing and -slaughter- 
ing conglomerates. Industrial-scale poul- 
try production, Mr. Davis argues, results 
in an expansion in the “food supply” for 
the virus. 

Here, as elsewhere in the book, Mr. Da- 
vis chooses to leap at an opportunity to 
bash capitalism while showing little inter- 
est in bringing balance to the bird-flu de- 
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bate. After all, it could equally be argued 
that greater concentration in the poultry 
industry increases the chances of keeping 
the virus under control, and that a high- 
ly concentrated industry can react more 
quickly, has better lobbying power to at- 
tract the necessary funds to carry out a 
swift cull, and the power to implement so- 
phisticated biosecurity measures. Yet there 
is no mention of these redeeming points of 
industrial-scale poultry farming. 

In contrast, Mr. Davis’ assertion that 
the industrialization of southern China 
has created conditions ripe for pandemic 
seems more plausible. He rightly points 
out that southern China is “the historical 
crucible of human influenzas.” The rap- 
id industrialization of the Greater Pearl 
River Delta has “exponentially increased 
the region’s commercial and human inter- 
course with the rest of the world.” Rap- 
id urbanization also means more hungry 
mouths to feed—an increasing number 
choose meat and poultry over rice and 
vegetables. Guangdong province is home 
to no fewer than 700 million chickens, 
and is a veritable paradise for lovers of the 
exotic wild meat and poultry that are par- 
ticularly prone to infection. Add to that 
the fact that much of the poultry is sold at 
wet markets, and it is easy to imagine how 
microbial traffic between humans and an- 
imals in this part of China is expanding. 

There are many places in China oth- 
er than Guangdong that also provide vi- 
rus-friendly environments where dense 
populations living cheek by jowl with 
live poultry. This situation is made even 
worse when we factor in China’s hope- 
lessly inadequate health-care system and 
a government that has a poor track record 
in the dissemination of health-related in- 
formation. 


Surprising then, that when it comes 
to chastising China—a country that will 
likely play a pivotal role in the response to 
avian influenza—Mr. Davis is considerably 
less critical than when dealing with the 
U.S. government or international organi- 
zations. This underscores the fact that Mr. 
Davis—a San Diego-based author of such 
titles as Ecology of Fear: Los Angeles and 
the Imagination of Disaster and Late Victo- 
rian Holocausts: El Nifio Famines, and the 
Making of the Third World—is clearly more 
at home writing on the U.S. and global el- 
ements of the current bird-flu crisis than 
on the specifics of the disease in an Asian 
context. Still, he does manage to high- 
light some of the “stunning scientific ig- 
norance” of Chinese officials, for instance 
by quoting Chen Kaizhi, a top Guangzhou 
official as saying in 2004: 


This disease is hundreds of years old and 
it can be prevented. Vaccines are effec- 
tive. No humans have been infected, so 
why this uproar?....In the past when life 
was hard, we hoped for a disease among 
our chickens so that we got to eat chicken. 
When a chicken dropped its head, we said, 
“good, now we get to eat chicken.” Now 
we are so advanced that people are not al- 
lowed to eat diseased chicken. 


On the role of international health orga- 
nizations, Mr. Davis blames “the absence 
of an international public health system 
corresponding to the scale and impact of 
economic globalization.” Yet here again, 
Mr. Davis’ criticisms are somewhat un- 
fair. True, the international organizations’ 
response has been downright baffling at 
times, with different officials from wHo, 
for example, giving different projections 
of bird-flu death tolls and varying assess- 
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ments of risks posed by the virus. Yet that- 
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does not diminish the importance of their 
charge. An effective battle against avian in- 
fluenza will require, probably for the first 
time in history, extremely close cooperation 
and coordination between at least three in- 
ternational health organizations: the World 
Organisation for Animal Health (ors), the 
Food and Agriculture Organization and 
the wHo. Effective coordination of these 
independent organizations is no small un- 
dertaking, yet there is increasing evidence 
that the three institutions are progressing 
toward overcoming this challenge. 

Mr. Davis is right to call on the U.S. to 
become more active in the battle against 
bird flu. His claim that the U.S. is “better 
equipped to deal with imaginary anthrax 
and Ebola attacks than with an avian in- 
fluenza pandemic” rings true, especially in 
pre-Katrina America. But since the devas- 
tating hurricane hit the Gulf Coast, there 
has been a marked change in the percep- 
tion of the bird-flu threat—at least from 
a domestic U.S. perspective. The Senate 
released $4 billion to purchase antiviral 
drugs, and Washington is considering au- 
thorizing the use of the military in the 
event of a pandemic. 

However, when Mr. Davis implores the 
U.S. to intervene internationally—specifi- 
cally in Vietnam, out of some kind of moral 
obligation—his arguments take on a wacky 
tilt and rapidly lose credibility. Out of no- 
where, in the conclusion of his book, Mr. 
Davis drops a bombshell: 


Access to life medicines, including vac- 
cines, antibiotics, and antivirals, should 
be a human right, universally available 
at no cost. If markets can’t provide incen- 
tives to cheaply produce such drugs, then 
governments and nonprofits should take 
responsibility for their manufacture and 
distribution....On the thirtieth anniversa- 
ry of the end ofits genocidal intervention 
in Indochina, the United States needs to 


help the small farmers of Vietnam save 
the lives of their children. 


Although he has managed to produce 
a well-researched and well-written book 
on a topical issue of concern for the pub- 
lic worldwide, Mr. Davis, through his ret- 
roactive finger pointing and sermonizing, 
has not achieved the more constructive 
goals his readers demand. If Mr. Davis is 
so intent on playing the blame game, then 
perhaps he should direct more of his crit- 
icisms toward Asia—to prod China into 
greater transparency, for example, or to 
exhort Japan to put its money where its 
mouth is and do something tangible for the 
benefit of its Asian neighbors by throwing 
its considerable scientific weight behind 
the fight against bird flu. Mr. Davis could 
also have cast his critical eye on the As- 
sociation of Southeast Asian Nations, and 
posed the question: Is Asean really doing 
enough? 

But what are needed now are solutions. 
And given the dearth of dialogue that 
could create results, it is a shame that Mr. 
Davis could not produce a more forward- 
looking book that could genuinely help 
to protect the planet from the menacing 
threat of avian influenza. 


IN THE TIME OF MADNESS 
by Richard Lloyd Parry 
Jonathan Cape, 336 pages, £12.99 


SAMAN 
by Ayu Utami 
Equinox Publishing, 184 pages, $14.95 
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Reviewed by SADANAND DHUME 
O UNDERSTAND TODAY’S Indo- 
nesia one must first come to grips 


with the legacy of President Su- 


harto. Richard Lloyd Parry, a Tokyo-based 
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Mr. Lloyd Parry sees men eating the flesh of their 


victims, and politely refuses invitations to share the feast. 





British journalist, covers the turbulent 
years 1997-99, which saw the eclipse of 
Gen. Suharto and his replacement by B.J. 
Habibie. It is a loosely stitched triptych 
of stories: the horrific ethnic conflict be- 

. tween Dayaks and Madurese on the island 
of Borneo; the dramatic events leading up 
to Gen. Suharto’s downfall; and the vio- 
lence that consumed the then Indonesian 
province of East Timor as it voted in a ref- 
erendum for independence. 

In Borneo, Mr. Lloyd Parry traces the 
strained relations between local Dayaks 
and settlers from the island of Madura off 
Java that exploded into a pogrom in the 
late 1990s. His telling is remarkably viv- 
id. Summoned to battle by a curious ar- 
tifact known as the Red Bowl—red with 
blood and decorated with chicken feath- 
ers—Dayak warriors abandon their vil- 
lages and go on the rampage against the 
hated Madurese. The Dayaks are armed 
with sharpened bamboo spears and a lo- 
cal machete known as the mandau; some 
tie feathers to their heads with red ribbons. 
Mr. Lloyd Parry unearths skeletons in the 
forest and tales of Dayaks who believe in a 
magic spell that makes them invulnerable 
to bullets. He sees severed heads carried 
aloft as trophies and men eating the flesh of 
their murdered victims. He politely refuses 
invitations to share in the feasting. 

In Jakarta, Mr. Lloyd Parry has bullets 
fired toward him and witnesses the mas- 
sive student protests that helped pressure 
Gen. Suharto to resign. He chronicles the 
strange sight of a capital city sacked by its 
own people as mobs take to the street loot- 
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ing and pillaging the homes and business- 
es of the ethnic Chinese minority. 

In East Timor, Mr. Lloyd Parry trav- 
els in the jungle with a ragged group of 
Falintil guerillas struggling for indepen- 
dence. He later returns to watch the half- 
island nation—the Indonesian province of 
West Timor occupies the other half—de- 
scend into chaos as Jakarta-backed mili- 
tias put it to the torch. He struggles with 
his conscience as, spooked by the violence, 
he flees East Timor while doughtier col- 
leagues stay behind. 

Mr. Lloyd Parry does a good job of rec- 
reating Indonesia on the page—the elastic 
sense of time, the love of conspiracy the- 
ories. His language is often refreshingly 
pungent, as when he describes Mr. Habi- 
bie as a “bug-eyed lick-spittle.” If there’s 
a flaw it’s a descent into sentimentality in 
the section about East Timor. Mr. Lloyd 
Parry appears incapable of seeing the In- 
donesian point of view. After a while, the 
narrative shades into a caricature where 
the Indonesians are all goons and thugs 
whereas even the lowliest (pro-indepen- 
dence) East Timorese appears as a reposi- 
tory of fine and noble sentiments. 

By contrast, Mr. Lloyd Parry’s assess- 
ment of Gen. Suharto’s New Order regime 
is both perspicacious and even-handed. He 
never loses sight of the general’s grisly as- 
cent to power amidst an anticommunist 


pogrom: 


Suharto was a subtle and self-effacing 
man, with a gift for indirectness and for 
controlling events without ever appear- 
ing to be directly responsible. But he was 
_ a killer. The events of 1965 were his talis- 
man, the evil spirit which protected him 
and his regime. Whatever edifices of prog- 
ress might be constructed over the next 
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thirty years, beneath them was a pit in 
which lay the bodies of those who died in 
the anticommunist massacres. 


Yet, once firmly in power Gen. Suharto’s 
New Order “was seldom as brutal or arbi- 
trary as Cold War dictatorships in other 
countries of the developing world.” The 
state he built on three pillars—the “mystical 
banality” of Pancasila, the state ideology, 
the power of the army and economic de- 
velopment—could claim one great achieve- 
ment: “[taming] the frenzied bull which 
Sukarno had ridden, and [transforming] it 
into a dozy, cud-chewing cow.” 

Indeed New Order Indonesia was 
marked by none of the excesses that de- 
fined the country under Sukarno. The rants 
against neocolonialism and capitalism, the 
sacking of the British embassy, the botched 
war against Malaysia, the withdrawal from 
the United Nations in a huff, all appeared 
to belong not merely to a different time but 
to an altogether different land. 

Of course, there’s a price to be paid for 
turning into a dozy cow. Mr. Lloyd Parry 
quotes the human-rights lawyer Adnan 
Buyung Nasution, who says the general’s 
worst crime was “that he has made Indone- 
sians afraid to think, afraid to express them- 
selves.” Once President Suharto stepped 
down, his countrymen quickly veered from 
unquestioning obedience to unquestioning 
suspicion. As things began to unravel, they 
blamed him for everything. Not in some 
abstract sense, but as a puppeteer sitting 
in his secluded Jakarta bungalow and ma- 
nipulating the civil war between Christians 
and Muslims in Ambon, the headhunting 
in Borneo, the burning alive of suspected 
witches in East Java. 


F GEN. SUHARTO’S resignation 
| was Indonesia’s pre-eminent po- 


litical event of 1998, then the pub- 


lication of Ayu Utami’s debut novel Saman 
was its literary equivalent. It quickly sold 
100,000 copies—in a country where a mere 
5,000 can propel a book on to the bestsell- 
er list—and set off a firestorm of debate, 
discussion and sniping. How could an un- 
known girl from Bogor create a work so 
self-assured? 

Today Ms. Utami is widely acknowl- 
edged as the most accomplished of a gen- 
eration of young women writers who are 
grouped together under the umbrella term 
sastra wangi, or fragrant letters. Saman, 
now available for the first time in English, 
consists of two interlocking tales of Laila 
Gagarina, a 30-year-old half-Sundanese, 
half-Minang photographer who falls in 
love with a married man, and of Saman, a 
Javanese Catholic priest with a social con- 
science. 

It’s easy to see why Saman struck a 
chord with the first generation of Indo- 
nesians weaned off Sukarno-era political 
theatrics and fattened on the market econ- 
omy. The book is unabashedly worldly, 
casually sprinkled with references to the 
Russian Tea Room, G-strings, the paint- 
ings of Georges Seurat, Kermit the Frog, 
the comedian Rosie O’Donnell and stud- 
ded condoms. 

The action flits from Central Park to an 
oil rig in the South China Sea to a palm-oil 
plantation in Sumatra. Yet, to Ms. Utami’s 
credit, none of this feels contrived. Her 
characters are remarkably authentic, their 
lives rooted in the real: the sense of sin for 
a young girl touched for the first time, re- 
curring anxiety about the loss of virginity, 
the pain and promise of an adulterous af- 
fair in the big city. Much of Saman’s appeal 
lies in its matter-of-fact treatment of sex- 
uality: masturbation (male and female), a 
woman’s lust for a man’s sweaty body, a 
love bite on (curiously) a forehead. 

As with many first novels, Saman’s 
seams tend to show. There are relentless 
flash forwards and clumsy shifts in point of 
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The Toyota Production System, Mr. Mehri concludes, 


succeeds by overworking and abusing its employees. 





view. Major characters disappear without 
an explanation and the book loses energy 
about three-quarters of the way through. 
But imperfect technique is more than made 
up for by the freshness of the characters 
and by flashes of vivid imagery. An oil rig 
looks like a silver box in a sea of lapis la- 
zuli. Emotions are as pure as milk being 
poured into a pot. Faces crumple like fresh- 
ly washed satin touched by a hot iron. 

In its own way Saman captures aspects 
of the New Order as sharply as In the Time 
of Madness. There’s the corruption. A multi- 
national oil company pays for the American 
education of a big-shot in the ministry of 
mines and energy. Settlers from Java—part 
of an eerily named government program 
called transmigration—eke out a livingin a 
newly cleared Sumatran forest, only to face 
eviction by a corrupt Chinese tycoon in ca- 
hoots with a Javanese and a Batak. 

When Saman, the Catholic priest, tries 
to aid the settlers he comes up against 
the dark side of government power. Then 
there’s the New Order paranoia about 
communism that outlasts the fall of the 
Berlin wall. It is mirrored by the tendency 
of the government’s opponents to blame 
everything on a mysterious hidden hand, 
as when Saman believes intelligence agen- 
cies are behind the murder of a business- 
man by a mob in Medan. 

Unfortunately for Indonesia, seven 
years on it’s hard to see the old man’s 
hand in everything that goes wrong. The 
country has traded the blunt instrument of 
military rule for the scalpel of democracy, 
but whether this can solve its myriad prob- 
lems remains debatable. The meltdown of 
the Asian financial crisis followed by the 
inept rule of Gen. Suharto’s successors 
has ruined Indonesia’s hard-won reputa- 
tion as, if not a full grown Asian tiger, at 


TT ooo as ens 


least as a promising cub. Elected as Indo- 
nesia’s answer to Vladimir Putin or Thak- 
sin Shinawatra, the strong man who sets 
an unruly house in order, Susilo Bambang 
Yudhoyono inherits a next to impossible 
task: resurrecting a country now men- 
tioned in the same breath as Bangladesh, 
Pakistan and Nigeria. 


NOTES FROM TOYOTA-LAND: 
AN AMERICAN ENGINEER IN JAPAN 
by Darius Mehri 
Cornell University Press, 215 pages, $26 


A MAN WITH NO TALENTS: 
MEMOIRS OF TOKYO DAY LABORER 
by Oyama Shiro 
Cornell University Press, 139 pages, $21 
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Reviewed by WILLIAM MACNAMARA 


APAN’S ECONOMIC MALAISE 
may have dented the reputation 

of the country’s economic mod- 
el, but managment gurus still extol the 
“lean production” ethos pioneered by Toy- 
ota. However, Darius Mehri, who spent 
three years as a design engineer at Toyota 
subsidiary Hino Motors, has a different 
perspective. The sheen of the Toyota Pro- 
duction System, he concludes, conceals the 
elaborately miserable conditions endured 
by those who work under it. 

Throughout Mr. Mehri’s stint at Toy- 
ota, from 1996 to 1999, he kept a detailed 
journal, which he has sewn together rather 
tardily into Notes From Toyota-Land. Cu- 
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riosity more than discontent seems to have 
driven him to investigate the problems he 
perceived at “Nizumi” (the pseudonym he 
gives to Hino). Nevertheless, he comes to 
condemn the entire TPs as hopelessly dys- 
functional. “This book,” he prefaces, “ques- 
tions the very fundamentals of the lean 
work system,” a system that may eliminate 
waste and pump out an astounding vol- 
ume of cars but, as he sees it, also produces 
a mentally and physically damaging work 
environment. 

Notes From Toyota-Land arrives just 
as Japan is enjoying a widely celebrated 
economic upswing. Yet the book chroni- 
cles one of the lowest periods of the 1990s 
Japanese recession. It is possible that Mr. 
Mehri’s Toyota years coincided with se- 
vere conditions that lent an abnormally 
harsh color to his impressions, Then again, 
even as happy days return to Japanese cor- 
porations, many of the corporate practices 
he deplores are still in effect. 

What is so wrong with Nizumi, beyond 
the fact that the coffee is dishwater? The 
systemic problems that Mr. Mehri per- 
ceives take time to uncover because they 
are all enmeshed in Japanese cultural mo- 
res. Nizumi’s oppressively hierarchical 
chain of command may make the company 
seem rigid, but corporate governance there 
is also flexible in the worst of ways: Nizu- 
mi values relationships over ability, places 
situational standards above objective stan- 
dards, and emphasizes unwritten instead 
of written rules. Mr. Mehri describes an of- 
fice environment hamstrung by etiquette, 
jealousies, and maddening subtleties of be- 
havior—and as an American whose values 
come from Madison, Wisconsin, he frankly 
has his fill of it sometimes. 

Mr. Mehri has to firm up his nerve at 
Nizumi, for example, when he wants to 
leave the office at official closing time. 
Packing up, he detects the tacit disap- 
proval of his colleagues, who all remain 
behind, but does not realize the extent of 


his error until a friend explains that “un- 
paid overtime work,” or sabisu zangyo, is 
just one of so many unspoken rules that 
govern worker behavior at Nizumi. Such 
overtime is demanded by authoritarian, 
tribalist bosses who push their subordi- 
nates to inhumane limits of overwork in 
order to make themselves, the chiefs, and 
their sections look good by achieving the 
highest productivity. 

This unspoken system of overtime work 
is reinforced, Mr. Mehri discovers, by a Jap- 
anese propensity toward conformity and 
coercive group pressure. No matter how 
miserable is the common lot, “If you don’t 
do what others do, the group will punish 
you,” his Japanese colleague explains. 

Much to Mr. Mehri’s frustration, group- 
think in general stifles whatever creativity 
or innovativeness might have been born at 
Nizumi. Instead of coming up with new 
ideas, Nizumi engineers find clever ways 
of modifying ideas from Western Europe. 
Instead of evaluating the work of Mr. Meh- 
ri and his fellow engineers on a conceptual 
level, the bosses focus on tiny details that 
they use to discredit the whole. This may 
be because there is a genuine engineering 
flaw, or it may be because the boss wants 
to simply assert his own rank by humiliat- 
ing a subordinate, or wants to punish this 
subordinate for running afoul of someone 
within his complex web of interpersonal 
affiliations. 

To any outsider who has worked in Ja- 
pan, this system of invisible pressures, of 
contradictory intentions and actions, and of 
white-collar sadism and masochism might 
seem all too familiar and best left forgot- 
ten. Mr. Mehri is fascinated by it all, and 
he draws in the reader with his ceaseless 
amazement. Despite his admirable depth 
of immersion in the culture and language 
of Japan, Mr. Mehri seldom departs from 
an American frame of reference in evalu- 
ating his Japanese environment. He is al- 
ways aware of his identity as an American 


64 FAR EASTERN ECONOMIC REVIEW «= October 2005 


. The winner of the Kaiko Takeshi Prize for 


literature chooses to live on the streets of Shinjuku. 





offering by blithe default an American or 
Western way, which is usually contradict- 
ed by a less efficient Japanese way. 

Mr. Mehri’s most valuable insights 
come from his forays into the wider social 
environment of Nizumi. As his interests 
progress from engineering to journalism 
to amateur sociology over his three years 
on the job, he devotes as much attention 
to the after-work culture of Nizumi as he 
does to daytime cubicle culture. A cast of 
memorably weird and alienated colleagues, 
both Japanese and foreign, join him for 
beer-fueled yakitori parties, where they 
vent their private grievances. Mr. Mehri 
is particularly adept at coordinating the 
public and private realms of “salaryman” 
life in recession-era Japan, and he arrives 
at a composite picture of a culture of dis- 
gruntled, silent endurance. 

By the end of his stint, Mr. Mehri has 
matured into an intrepid amateur report- 
er, exposing the dangers on the assembly 
line and investigating the sham of the com- 
pany unions. When he prods a colleague 
about striking to protest working hours, 
this Japanese worker struggles to explain 
the paralysis of his position. “We cannot 
strike,” he says, “we are robots.” 

Notes From Toyota-Land is just that: 
notes. It is the straightforward diary of a 
scientific person methodically recording 
his impressions. The book can be opened 
at random and chances are that any of the 
neatly arranged vignettes will offer simi- 
lar themes and conclusions. Cumulatively 
the many small stories show that the “lean 
production” system practiced at Nizumi is 
far from the model of efficiency and har- 
monious labor relations that many gurus 
in the West believe it to be. 

Mr. Mehri never delves deeply enough 
to deliver striking insights into the para- 
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doxes he observes. But then again, there 
are plenty of experts who treat these top- 
ics more ponderously but fail to achieve 
Mr. Mehri’s on-the-ground perspective, 
which has the ring of truth. 


rw 


N ENGINEER WITH a flair for 
journalism might be unusual, but 
a construction worker with a tal- 
ent for elegant literary composition is a 


rarity indeed. Oyama Shiro (a pseudonym) 
is one such construction worker. He pub- 


_ lished his own recession-era memoirs in 


2000, when they won one of Japan’s most 
prestigious literary awards, the Kaiko 
Takeshi Prize. This first edition in English 
was translated by Edward Fowler. 

A Man With No Talents: Memoirs of 
a Tokyo Day Laborer is, like Mr. Mehri’s 
book, the account of an outsider in Japan. 
That is where the similarities end, how- 
ever; Mr. Oyama offers the perspective of a 
native, and failed, son. Here the idea of be- 
ing an outsider takes on a deeper meaning, 
since the author detaches himself in some 
degree from all human society, being, as he 
calls himself, “a first rate eccentric.” 

Mr. Oyama’s memoirs are an extraor- 
dinary record not only of a particular 
socioeconomic world but also of a very 
particular personality. Mr. Oyama was 
born to a well-off Tokyo family, was ed- 
ucated at the right schools, and for a de- 
cade worked as a “salaryman.” After years 
of nervous breakdowns, however, he was 
forced to admit that he could not cut it 
in this world. It is apparent from his de- 
scriptions of his behavior that he suffers 
from some kind of psychological disor- 
der—likely Social Anxiety Disorder—that 
makes it impossible for him to function in 
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any controlled group environment. In the 
Japanese corporate world, his “profound 
terror of group life” is a disastrous social 
handicap. 

In 1987, Mr. Oyama opts out of his for- 
mer life altogether and moves to Tokyo’s 
most infamous laboring ghetto, San’ya, 
which he “recognized as the perfect hid- 
ing place.” He takes his erudition with him. 
The most arresting feature of his narrative 
becomes the incongruity between the re- 
finement of his tone and the harshness of 
the life he describes in San’ya. Reflecting 
on the probability of his homelessness in 
old age, for instance, he writes: 


If my descent into homelessness was un- 
avoidable, then it behooved me to ensure 
that circumstances not take on a tragic 
hue. Thanks to the wealth of reading I’d 
done on the subject at the local library, 
I had always felt confident that I could 
avoid the slide into the depths of misery 
that proved to be the reality of homeless- 
ness for so many. 


As one of thousands of San’ya day labor- 
ers, Mr. Oyama scrapes by with an assort- 
ment of jobs in construction, ditch-digging, 
cleaning, and so on. Various reminders of 
the wider world, such as the recession that 
constricts his hand-to-mouth livelihood, 
occasionally register with Mr. Oyama as 
the years draw on. Yet he leads an almost 
entirely insular life. 

At San’ya, he is part of an anonymous 
fraternity of drifters who all meet in the 
predawn chill of the Welfare Center yard 
to snap up the first jobs of the morning. 
Competition is fierce. In his curious voice, 
which manages to be almost reportorially 
direct while being ethereally cerebral, Mr. 
Oyama describes this community of lost 
souls, many of whom he befriends. These 
range from Ikeno, a former stock-broker 
hit by hard times, to Tsukamoto, an illit- 
erate worker who “wanted nothing more 
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than to vanish from this world without his 
family or relatives ever learning about it.” 
The latter confides in Mr. Oyama his plans 
for a traceless suicide. 

The author understands that the world 
outside sees him and his San’ya comrades 
as beggers, failures, misfits, and outcasts. 
He conveys a sense, however, that the 
day-laborer’s life is not simply drudgery 
reserved for the unfortunates of Japanese 
society. Rather, it is a career path that 
holds distinctive appeal to a certain type 
of person. What that person wants, more 
than anything else, is freedom, spontane- 
ity or independence. 

These might be difficult ideals to live 
by in the conventional Japanese world, but 
they are the by-products, in a sad way, of 
an underworld life of odd jobs, homeless- 
ness and general insecurity. That Mr. Oya- 
ma and other “failures” like him resort to 
a menial life to satisfy their nonconformist 
tendencies ends up reflecting some of the 
failures of Japanese society. 

Mr. Oyama refused to attend the award 
ceremony for the Kaiko Takeshi Prize. In 
the author’s postscript of the new edition, 
he reveals that he is currently living on the 
streets of Shinjuku, but has yet to scavenge 
for his meals from garbage bins. 


RISING TO THE CHALLENGE: 
CHINA’S GRAND STRATEGY AND 
INTERNATIONAL SECURITY 
by Avery Goldstein 
Stanford University Press, 
274 pages, $55 
“er 
Reviewed by HuGO RESTALL 


HIS IN-DEPTH AND engaging 
analysis of China’s grand strate- 
gy is well-timed given the recent 


re-emergence of the “peaceful rise” rubric. 
Zheng Bijian, chairman of the China Re- 
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Even if China would like to be a revisionist power, 


it must content itself with a transitional strategy. 





form Forum, first pushed this theme a few 
years ago. It was then shelved temporar- 
ily last year in favor of the term “peaceful 
development,” in part because of fears that 
Mr. Zheng’s formulation might constrain 
the use of force against Taiwan. 

This shows that disagreements remain 
among China’s leaders about how far to 
take efforts to reassure neighbors that the 
emerging economic and military power at 
the center of East Asia has peaceful inten- 
tions. Nevertheless, Avery Goldstein ar- 
gues that there is a strong consensus in 
Beijing favoring a strategy of cooperation 
with the U.S. and other powers as well as 
engagement with multilateral institutions 
as a way of allaying fears that China will 
become an aggressive challenger of the in- 
ternational status quo. 

Mr. Goldstein emphasizes China’s weak 
position in the international system, par- 
ticularly militarily. While the People’s Lib- 
eration Army has embarked on a program 
of modernization and its budget is expand- 
ing rapidly, he argues that outside observ- 
ers have overestimated the progress that 
has been made and underestimated the 
difficulties that still lie ahead. 

In the 1990s, the People’s Liberation 
Army’s development of “pockets of excel- 
lence” combined with a new doctrine of 
fighting “limited war under high technolo- 
gy conditions” led to alarm among China’s 
neighbors. They began to consider how to 
beef up their own militaries and enhance 
linkages with the U.S. and each other to 
counter Beijing. The “China threat theo- 
ry” gained credence in Washington. Even 
though China faced an uphill battle to de- 
velop an ability to project force beyond its 
borders, by the middle of the last decade it 
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was already regarded with trepidation as 
a potential hegemon. 

Mr. Goldstein, a professor of political 
science at the University of Pennsylva- 
nia, speculates that this may be because 
of a phenomenon cognitive theorists call 
an “unfilled concept”—when people are 
primed to believe that something will be- 
come true in the future, i.e., China will 
someday be a great power, they are like- 
ly to believe sketchy indications that it is 
coming to pass. In China’s case, this means 
that the security dilemma all states face 
is magnified: Any attempt to improve se- 
curity by increasing military capabilities 
could actually lead to a deterioration if 
other countries feel threatened and react 
by increasing their own capabilities. 

China’s options then are limited. It 
could retreat into isolation and self-suffi- 
ciency, which would mean a huge setback 
to economic development. Or it could try 
to form alliances to confront the U.S. But 
there are few suitable allies at this point, 
China would still be outclassed militari- 
ly, and there would again be a heavy eco- 
nomic price. 

Even if China would like to be a revi- 
sionist power, it must content itself with 
a transitional strategy. Economic devel- 
opment is needed both for regime legiti- 
macy and to provide the basis for future 
power, and therefore the global stability 
and access to foreign markets fostered by 
the U.S.-led system provide the benefit of 
what former General Secretary Jiang Ze- 
min called a “strategic opportunity.” By 
embarking on a charm offensive toward 
the Southeast Asian nations and forging 
“partnership” relationships with major 
powers, Beijing seeks to make itself indis- 
pensable, or at least raise the cost of push- 
ing it away. 
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The consensus behind this approach 
emerged in 1996, shortly after the mis- 
sile tests in the Taiwan Strait provoked 
the U.S. to mount a show of force, send- 
ing two aircraft carrier battle groups to 
the region. Since then, that consensus has 
been tested by the course of international 
events several times, and has held up to 
the challenges of hawks, who would espe- 
cially like to see a more assertive stance on 
the issue of Taiwan. 

The good news for the U.S. is that Chi- 
na’s grand strategy has created precisely 
the kind of behavior American diplomats 
hoped for. Washington is following its own 
middle-of-the-road policy, which some 
have dubbed “congagement.” The idea is to 
use both carrot and stick to draw China into 
the web of international institutions so that 
it is socialized into a status quo power. 

The bad news is there is no guaran- 
tee that China will persist with its cur- 
rent strategy once it does obtain full great 
power status. With greater capabilities 
and more room to maneuver, a new gen- 
eration of leaders in Beijing might create 
their own Monroe Doctrine for Asia, push- 
ing the U.S. out of the region so that China 
can become the pre-eminent power. 

Some optimists believe that the world 
has changed sufficiently that there is no 
longer an incentive for a rising power like 
China to incur the costs of imposing hege- 
mony on its neighbors. The basis of pow- 
er in the 21st century, they argue, is the 
knowledge economy, which requires open- 
ness and the free flow of capital, goods and 
human talent. 

Mr. Goldstein cites this argument, but 
does not rely on it. His own optimism is 
‘based rather on an analogy to Otto von 
Bismarck’s Germany. The iron chancellor 
succeeded in managing the rise of a nation 
with a large population and massive latent 
power at the geographical heart of a frag- 
mented continent by employing a complex 
web of interlocking alliances. 


True, this edifice crumbled when Bis- 
mark’s successors proved less adept at di- 
plomacy, and such alliances led in the end 
to World War I. Nevertheless, here is a 
precedent that realist thinkers can use to 
at least allow for the possibility that the in- 
evitable friction created by a rising power 
might be mitigated in an anarchic inter- 
national system. 

As one would expect in a realist anal- 
ysis, political reform and democratiza- 
tion are peripheral issues here. Whether 
or not China becomes democratic is not 
a critical factor in determining whether 
it will pursue a revisionist foreign policy. 
And the odds of getting a talented leader 
like Bismarck are evidently not enhanced 
by elections. But Mr. Goldstein does be- 
lieve that nuclear weapons have altered 
the conduct of the great powers, so that 
the balance of probability may be tilted in 
favor of stability. 

What about rising nationalism in Chi- 
na? Even if the present crop of leaders are 
inclined to follow a moderate path, or at 
least are biding their time, they are un- 
der pressure today from public opinion 
that tends to favor a more assertive for- 
eign policy, most notably on the issue of 
Japan’s lack of reflection on its World War 
II aggression. 

Mr. Goldstein cites approvingly work by 
Edward Mansfield and Jack Snyder that 
suggests newly democratized states are 
most vulnerable to nationalist upheavals, 
because fanning the flames of chauvinism 
allows newly established parties to fill the 
political vacuum quickly. Although China 
remains an authoritarian regime, there 
has been enough relaxation that a simi- 
lar dynamic may be at work. Dissidents 
can gain a public platform by expressing 
indignation at foreign powers. And as the 
Communist Party loses support due to in- 
creased awareness of its corruption and 
inefficiency, it has to play the nationalist 
card to shore up its legitimacy. 
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This doesn’t seem to worry Mr. Gold- 
stein, however, because he believes that 
Chinese nationalism is not likely to be of 
an aggressive, expansionist variety, but 
rather is focused on protecting the coun- 
try’s territory as of the end of World War 
II. For now at least, he views China’s grand 
strategy of appeasing its potential compet- 
itors as reasonably secure. But those who 
have a different assessment of rising na- 
tionalism or the pLa’s modernization will 
not be so sanguine about prospects for a 
peaceful rise. 


MODERN MONGOLIA: FROM KHANS TO 
COMMISSARS TO CAPITALISTS 
by Morris Rossabi 
University of California Press, 
428 pages, $24.95 
etl aad 
Reviewed by WILLIAM BIKALES 


EADER BEWARE, THIS book is 
R more of a diatribe than a work 
of scholarship, and the picture it 
presents of Mongolia’s development over 
the last 15 years is wildly off the mark. 
Morris Rossabi, an American medieval- 
ist best known for a biography of Khublai 
Khan, argues that the foreign donors who 
came to Mongolia’s aid following the 1991 
termination of Soviet support forced the 
country to follow “pure market” policies 
of shock therapy, minimal government 
and privatization. The disastrous results, 
supposedly, were poverty, corruption, en- 
vironmental degradation, cultural decline 
and economic dependence on China. 
A balanced portrayal of the achieve- 
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ments and failures of this era, including 
a critical assessment of the role of foreign 
aid, would be of great value. But Mr. Ross- 
abi set out instead to compile a catalogue 
of everything that has gone wrong in Mon- 
golia—some of it real, some only rumored 
and some areflection of his own misunder- 
standings—and blame it all on the market 
economy. He supports this conclusion by 
drawing unquestioningly on any sources, 
however unreliable, that seem to corrobo- 
rate his preconceptions, and disregarding 
all others. 

Any assessment of developments in 
post-Communist Mongolia must first ac- 
knowledge the horrendous circumstances 
the country confronted in 1991. The total 
debt owed to the Soviet Union at the end 
of 1990 stood at 478% of Mongolia’s GDP, a 
staggering figure. After decades of Sovi- 
et support, dependence on Soviet aid was 
growing. From 1985-90, new Soviet credits 
averaged 40% of Mongolia’s GpP per year, 
higher than ever before. 

In 1989, Mongolian government ex- 
penditures, sustained with Soviet funds, 
equaled 65% of app. The gap between 
what the country produced and what it 
consumed was incomprehensibly vast 
and growing rapidly. With per capita GDP 
peaking at $270 in 1989, Mongolia was in 
no condition to withstand a major eco- 
nomic shock. 

When the Soviet Union disintegrated, 
that massive financial aid was abruptly cut 
off, and Soviet bloc trading arrangements, 
on which Mongolia’s industry and agricul- 
ture depended for cheap inputs and guar- 
anteed export markets, collapsed. The 
country suffered a blow equivalent to the 
loss of 60% of GDP. 

Landlocked between two giant neigh- 
bors, Mongolia had been kept in virtual 
isolation from the non-Soviet bloc world 
for 70 years. Its transport infrastructure, 
trade, even its power grid were all linked 
to the imploding Russian economy. Other 


conditions posed further challenges; Mon- 
golia entered the 1990s with a population 
of two million scattered over an area the 
size of Western Europe, and with a harsh 
continental climate that adds steeply to 
the cost of almost all economic activities. 

Under such circumstances it was in- 
evitable that unemployment and poverty 
would soar and budget revenues plunge. 
Identifying and developing new and sus- 
tainable sources of growth under such 
entirely different market conditions was 
bound to be an enormous and extended 
challenge. 

But none of this matters to Mr. Ross- 
abi. His proposed solution to poverty is 
simple: The government must pay higher 
wages and pensions, maintain other social 
expenditures, and hold down electricity 
and heat prices. Environmental degrada- 
tion? Hire lots of park rangers and enforce 
those laws. Industrial decline? Support 
companies with budget funds and low in- 
terest bank credits, and with high import 
tariffs and export bans on raw materials. 
Difficulties in the lives of the herding pop- 
ulation? Maintain the heavily subsidized 
herder cooperatives of the communist era. 
And so on. 

He actually notes, from a study done in 
1998, that rock musicians are hurting un- 
der the new system because the state fails 
to provide them with the support they 
need. Oblivious to the difficult choices and 
trade-offs that policy makers confronted, 
he asserts repeatedly that it was only the 
donor-imposed pure market-economy ide- 
ology of “weak state and minimal govern- 
ment” that prevented Mongolian leaders 
from solving all these problems. 

Democracy has taken deeper root in 
Mongolia than in any other former Com- 
munist country of the Central and East 
Asia region. The country has seen four 
peaceful changes of power following fair 
elections, the emergence of a perennially 
squabbling but highly influential Demo- 
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cratic movement, and the transformation 
of the Mongolian People’s Revolutionary 
Party, the former communists, into a mod- 
erate force. 

One reflection of the vitality of Mongo- 
lian democracy has been enormous varia- 
tions in policy over these years. First there 
was radical voucher privatization and other 
rapid reforms during the 1991-92 Byamba- 
suren administration. Then the conser- 
vative 1992-96 Jasrai government slowed 
reform, halted privatization and poured re- 
sources into a spanking new state-owned 
steel mill, financially teetering crop farms 
and large infrastructure projects. A new 
wave of market-oriented reforms began un- 
der M. Enkhsaikhan in 1996-98. And final- 
ly came N. Enkhbayar’s moderation from 
2000-04. Itis impossible to reconcile these 
sharp pendulum swings in policy making 
with Mr. Rossabi’s insistence that, at the 
behest of donors, Mongolia has pursued a 
consistent “shock therapy” approach. 

Whether one prefers Mr. Enkhsaikhan’s 
policies or Mr. Enkhbayar’s is not the point 
here. These elected Mongolian leaders 
played a central role in shaping the coun- 
try’s economic policies, were held account- 
able for their actions by the voters, and 
foreign aid flowed in under all of them. 
The book’s exaggeration of the role of the 
donors obscures one central fact: Mongo- 
lia has emerged as a truly self-governing 
and independent country for the first time 
in centuries. 

That emergence is also evident in Mon- 
golia’s skillful management of its foreign 
policy. China’s ascendance as an eco- 
nomic power, simultaneous with Russia’s 
economic decline, has created an extraor- 
dinarily complex set of challenges, given 
the historic Mongolian suspicion of Chi- 
na’s intentions and the long, porous border 
between the two. 

The economic and social benefits to 
Mongolia of China’s rise have been enor- 
mous. For example, the cheap Chinese 
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Mr. Rossabi’s view of Mongolia could not have been 


sustained had his research met even minimal standards. 





consumer goods whose “flooding of the 
market” is repeatedly deplored by Mr. 
Rossabi have played an essential role in 
maintaining Mongolian living standards. 
China’s market has helped fill the gap cre- 
ated by the end of Comecon trade. 

Growing Chinese economic influence is 
already provoking a nationalistic reaction 
among many Mongolians. Relations be- 
tween the two nations might be strained 
at times. But most observers would agree 
that Mongolia’s choice to maintain an open 
stance based on strategic balance and close 
ties to both old and new partners—including 
Japan, the U.S., South Korea, Turkey and 
others—rather than a protectionist stance 
aimed at shutting China out, is a wise one. 
This book seems to suggest otherwise. 

The black-and-white view that perme- 
ates Mr. Rossabi’s book could not have been 
sustained had he troubled to undertake re- 
search that meets even minimal standards. 
As in any new democracy, newspapers in 
Mongolia for much of this period were 
simply not yet prepared—or expected by 
their readers—to carefully check facts and 
distinguish between rumors and reality. 
Despite this, Mr. Rossabi relies heavily on 
third-party English translations of Mon- 
golian newspapers as his principal source 
of information—in his 905 endnotes there 
are more than 500 such citations. 

He also uses Western newspaper pieces 
by journalists who passed briefly through 
Ulan Bator. For example, his discussion 
of street children cites a 2000 article in 
the Detroit Free Press to the effect that in 
Mongolia “no one was homeless 10 years 
ago.” He lists interviews, 90% of which 
took place before June 1999, and which 
he utilizes as selectively as he does news 
reports; no views that do not fit neatly 
into his framework are presented. After 
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mid-1999 his principal source is a selec- 
tive collection of news clippings, picked 
to demonstrate the disastrous conditions 
in Mongolia. The reader can imagine what 
sort of book could be written about any 
country using such a methodology. 

As a result, the book is riddled with 
factual errors and does serious injustice 
to those figures of this period whom Mr. 
Rossabi disapproves of—almost everyone— 
and equally to that handful whom he pro- 
fesses to admire, but whose positions and 
roles he grossly distorts. To cite one exam- 
ple, H. Hulan, lionized by Mr. Rossabi as 
one of the leading opponents of the “cham- 
pions of the market economy,” was in fact 
the chief advocate of the 1999 pension re- 
form—a reform that the book attacks re- 
peatedly as a prime example of Western 
advisors pushing radical free market ideas 
on Mongolia. 

It should come as no surprise to any- 
one that Mongolia still faces many serious 
problems, including high poverty. Still, 
per capita GNP is more than double the of- 
ficial (and exaggerated) numbers of the late 
Communist era, and life expectancy, infant 
mortality, and other key indicators are also 
better. Foreign direct investment is surging 
into the country’s mineral sector. The out- 
come of Mongolia’s transition has been its 
emergence as an open, robust and highly 
democratic low-income developing coun- 
try, facing the same challenges as most 
low-income countries, but with strong ba- 
sis for optimism about the future. 

Mr. Rossabi expresses admiration for 
the Mongolian pollster, L. Sumati. A recent 
Sumati poll revealed some interesting find- 
ings. Only 8% of the population described 
current economic conditions in Mongolia 
as “good” or “very good,” 41% called them 
“partly good and partly bad,” 44% called 
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them “bad” and the remaining 7% called 
them “very bad.” Asked about the current 
political system, the country split evenly 
between those who described themselves 
as fairly or very satisfied, and those who 
are fairly or totally unsatisfied. 

At the same time, 84% (out of 95% who 
responded) of those surveyed said that the 
transition to the market economy in 1990 
was the right step. And 90% said that the 
transition to democracy was the right step. 
If Mr. Rossabi had shown just a touch of 
the wisdom that the Mongolian people 
display, he might have written a much bet- 
ter book. 


COMPETITION POLICY AND LAW IN 
CHINA, HONG KONG AND TAIWAN 
by Mark Williams 
Cambridge University Press, 490 pages, 
£60.00 


Dh 


Reviewed by ANDREW BATSON 


OR A BUNCH of avowed authori- 
tarians, it can be surprisingly hard 

for the different parts of the Chi- 
nese government to speak and act as one. 
The market reforms of the past 20-odd 
years have opened up a bubbling cauldron 
of temptations for the local government 
officials who guide much economic activ- 
ity, and the central government is still try- 
ing to put the lid back on. 

Mark Williams informs us that as far 
back as 1980 the State Council had to order 
local officials to tear down the “blockades” 
they erected in their own jurisdictions to 
keep out products made elsewhere. And 
the problem hasn’t gone away. Echoes of 
the practice are evident today even to ca- 
sual visitors to second-tier Chinese cities, 





=~ Mr. Batson is a Hong Kong-based reporter for 
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where local brands of beer and cars are 
suspiciously dominant. 

As quickly becomes clear to the read- 
er, the classical concerns of competition, 
or antitrust, policy in the West—ensuring 
that the actions of private-sector compa- 
nies don’t curb market competition—have 
little relevance in China. Only very-re- 
cently have privately owned, rather than 
state-owned, companies achieved any 
kind of critica] mass, and very few of them 
are powerful enough to restrict competi- 
tion. Where markets don’t work properly, 
it is almost always because a government 
agency doesn’t want to see full-blown 
competition. 

Sometimes this is part of official poli- 
cy—think of arms manufacturers—but of- 
ten it is not. There has been a persistent 
conflict between the central government’s 
push to use market mechanisms to make 
China as a whole richer, and local offi- 
cials’ resistance to the rough-and-tumble 
of competition when it threatens their 
particular economic interests. They have 
a wide range of tools with which to thwart 
an unwanted competitor: taxation, per- 
mits, government contracts, not to men- 
tion many varieties of informal pressure. 

This problem, to which the Chinese 
have given the unwieldy name of “admin- 
istrative monopoly,” has perplexed policy 
makers for many years. Mr. Williams’s 
book is timely because it gives a full ac- 
count of their latest attempt at a solution, 
the proposed Antimonopoly Law, which is 
now moving rapidly toward passage after 
having spent more than a decade in draft 
form. He shows that there is a growing 
local consensus, in policy-wonk circles at 
least, that China sorely needs such a law 
to help get it to the next stage of market 
reforms. 

Yet Mr. Williams, a law professor at 
Hong Kong Polytechnic University, is 
profoundly skeptical of whether this lat- 
est attempt will succeed, on both theoreti- 





FAR EASTERN ECONOMIC REVIEW ©= October 2005 





__] 


China’s new competition law could end up 


causing more problems than it solves. 





cal and practical grounds. The European 
style of competition policy that China is 
adopting—the main alternative globally to 
America’s litigation model—is grounded in 
-the work of a group of German theorists 
of the 1940s and 1950s. They became con- 
vinced of the necessity of antitrust legis- 
lation when they saw how big businesses 
were able to influence government offi- 
cials and then use their official powers to 
shut out competitors. 

It is difficult to graft a framework de- 
signed to fix this kind of problem onto the 
Chinese situation. The “administrative 
monopoly” provisions of the draft law en- 
vision using the legal powers of the govern- 
ment not just to punish abuses by private 
actors, but to force other government bod- 
ies to behave in a certain way—something 
antitrust authorities aren’t usually con- 
cerned with. Mr. Williams also expresses 
serious doubts as to whether officials, even 
those empowered by the new law, would 
actually be able to get their way. 

A number of previous laws and regula- 
tions have already targeted the same sort 
of administrative abuses, but enforcement 
has been poor. The problem, he says, isn’t 
in the laws. It’s in the fact that China’s 
usually weak and subservient courts have 
proven incapable of enforcing judgments 
against government bodies. Until that 
changes, Mr. Williams believes, passing 
another law won’t make a difference. The 
argument is broadly persuasive, though 
it would be more so if he supplemented it 
with studies of particular cases or trials. 

Though Mr. Williams is an unabashed 
fan of competition legislation in general, 
he is worried that China’s competition law 
could end up causing more problems than 
it solves. The draft law is concerned not 
only with administrative monopoly, but 


also with its more familiar variety, and 
provides for the review of mergers to en- 
sure they don’t reduce competition, and 
prohibits cartels and other types of an- 
ticompetitive agreements between busi- 
nesses. Thus it would give the government 
much greater legal powers to regulate pri- 
vate (and foreign) businesses. It’s reason- 
able to wonder whether that power would 
be used wisely. 

Mr. Williams notes that the bureaucra- 
cy and the court system are woefully short 
of staff with the sort of technical expertise 
needed to judge antitrust disputes. Anoth- 
er concern is whether the government can 
be a neutral arbiter in the cases that come 
before it, given that the state controls most 
of China’s biggest companies and contin- 
ues to steer much of the economy. 

But it doesn’t stop there: The book goes 
on to argue that China’s authoritarian po- 
litical system militates against the fair 
and even-handed regulation of competi- 
tive markets. Only functioning democra- 
cies, Mr. Williams concludes, possess the 
necessary checks and balances to allow 
antitrust regimes to function properly. A 
Chinese-language version of the book was 
refused publication in mainland China be- 
cause of its conclusions. 

This is where the book’s two other case 
studies come into play: Hong Kong, he says, 
has the institutional capacity and legal 
system to do a competition law right, but 
the political dominance of local business 
interests has kept one from being enacted. 
Taiwan, which has become a functioning 
democracy, passed its Fair Trade law in 
1992 and has handled enforcement fairly 
since then. 

It’s a sweeping theory. While Mr. Wil- 
liams digs deeply into legal issues, his 
treatment of politics and other areas of 
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economic policy in mainland China can be 
superficial; he shows more attention to de- 
tail in the case studies on Hong Kong and 
Taiwan. It’s also necessarily incomplete, as 
China hasn’t even passed its law yet, and 
Hong Kong has only recently reopened its 
own debate on competition policy. 

Since many of his criticisms of China 
rest on the corruption and weakness of 
its bureaucracy, for a true test of the the- 
ory we must look to what Mr. Williams 
calls a “well-administered, uncorrupt au- 
thoritarian state,” such as Singapore. The 
country isn’t analyzed in the book, but Mr. 
Williams says he has been looking at its 
regime as well. The city-state established 
its Competition Commission in January, as 
required by its free-trade agreement with 
the U.S., and it will be watched closely to 
see if handles cases fairly given the domi- 
nance of government-linked companies in 
the local economy. This book is certain not 
to be the last word on how Chinese societ- 
ies grapple with the complexities of ensur- 
ing markets become and remain free. 


FACING DEATH IN CAMBODIA 
by Peter Maguire 
Columbia University Press, 280 pages, 
$29.50 


Bean 
Reviewed by SOPHIE RICHARDSON 


ILL THE PERPETRATORS of 
W / Cambodia’s genocide ever be 

brought to trial? Why, given the 
availability of evidence and defendants, 
has this not yet happened? What does the 
failure to prosecute tell us about interna- 
tional commitments to justice? 

Of all the recent books on these issues, 
this one is a good place to start. Using his 
academic background on the Nuremberg 
war crimes trials as a basis for evaluating 
Cambodia’s efforts to prosecute the Khmer 





Rouge, Peter Maguire, who has taught at 
Bard College and Columbia University, 
chronicles his growing recognition of dif- 
ficulties in making the rhetoric of interna- 
tional justice match the reality. 

The narrative moves back and forth be- 
tween three intertwined issues: a rendi- 
tion of recent Cambodian history with an 
emphasis on the rise and fall of the Khmer 
Rouge; the author’s involvement in the ef- 
fort to preserve the photo archives of Tuol 
Sleng, the Khmer Rouge’s notorious Phnom 
Penh execution facility; and his attempts 
to reconcile his academic understanding 
of justice and accountability with those 
of Khmer Rouge survivors and collabora- 
tors. While this strategy allows Mr. Ma- 
guire to illustrate his more abstract ideas 
with examples from real life, it also erodes 
his ability to make a linear or persuasive 
argument about whether “global powers 
can define and enforce simple standards 
of international conduct.” 

Mr. Maguire’s version of contemporary 
Cambodia and its history are not particu- 
larly original. In one sense this makes for 
an easier read, and, given that other recent 
books discuss exhaustively the Khmer 
Rouge and the difficulties of establishing 
a tribunal, the omissions are to some ex- 
tent forgivable. At the same time, we know 
from the painstakingly researched works 
of Elizabeth Becker, David P. Chandler, 
Stephen Heder, William Shawcross, and 
Vann Nath that the story is a complex one, 
and better informed readers will rightly 
challenge Mr. Maguire’s judgment as a 
result of what he has either omitted or in- 
adequately substantiated. 

For example, in his effort to accord at 
least some blame for the Khmer Rouge’s 
successful seizure of power to the U.S. 
bombings of Cambodia, Mr. Maguire 





œ- Ms. Richardson writes on modern Cambodian 
politics, Sino-Cambodian relations and human 


rights, 
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Mr. Maguire questions the benefits of pursuing justice for 


decades-old crimes given the acute needs of Cambodians. 





does not mention the equally helpful role 
played by the North Vietnamese commu- 
nist guerrillas. He attributes to former 
King Sihanouk an honesty and consisten- 
cy not generally accepted among Cambo- 
dia scholars, and unquestioningly recycles 
shallow assumptions about China’s role 
with the Khmer Rouge. And for those who 
read regularly about Cambodia, the elabo- 
rate descriptions of the squalor outside the 
Foreign Correspondents’ Club versus the 
pleasant colonial atmosphere inside it, of 
Phnom Penh’s chaotic airport and traffic, 
of arrogant expatriates, or even of former 
REVIEW journalist Nate Thayer’s shaved 
head are positively tired. 

The author’s focus on Tuol Sleng and 
his collaborations with photographer-ar- 
chivists Doug Niven and Chris Riley make 
better use of his comparative expertise in 
war crimes trials. Mr. Maguire’s contem- 
porary discussions with a pair of East Ger- 
man documentary filmmakers who had 
been allowed into Cambodia by Vietnam- 
ese authorities in 1979 and 1980 provides 
anew prism through which to understand 
perceptions and past rivalries between 
communist regimes. In addition, his con- 
versations with German historians chal- 
lenge his views about the universality 
with which the Nuremberg verdicts were 
accepted. 

Mr. Maguire’s interviews with a half- 
dozen former Khmer Rouge members and 
survivors are intended to show just how 
amorphous ideas about culpability, ac- 
countability and justice can be. Again, few 
of the views are new: Some believe trials 
are unnecessary because former Khmer 
Rouge have compromised their karma, 
others think that the “Pol Pot era” should 
simply be forgotten, while others insist that 
trials are crucial to honoring the dead and 





preventing future atrocities. It is the par- 
ticular articulations by these individuals in 
the context of their personal experiences 
that make them memorable, and Mr. Magu- 
ire works hard to convey their sentiments. 

Equally compelling are the interview- 
ees’ discussions of culpability. Huy Him, a 
former Tuol Sleng guard, defends himself 
by arguing that had he not carried out the 
ordered executions, he would have been 
killed. Nhem En, the facility’s chief pho- 
tographer, tries to explain that the regime 
had forced most people alive at the time to 
be actively or passively complicit, and that 
therefore all Cambodians of a certain age 
were to some extent culpable. We know 
that these are plausible explanations, but 
should these men—and therefore many 
others—be excused for not resisting? 

In some instances, however, Mr. Magu- 
ire’s own preferences about the means and 
modes of justice draw attention away from 
Cambodians’ views, a tendency which 
seems in tension with his stated commit- 
ment to “find out what Cambodians them- 
selves thought.” He is palpably frustrated 
with survivors who are willing to let deci- 
sions about a trial be made by the govern- 
ment and somewhat disrespectful of their 
reasons—generally, fear—for doing so. He 
is most enthusiastic about the work of the 
Documentation Center of Cambodia— 
which is indeed a fine organization—ap- 
parently because its efforts at collecting 
evidence and testimonies seem to lend 
themselves well to a trial. 

Without a doubt Mr. Maguire’s best con- 
tribution to the debate is to question the 
potential benefits of pursuing justice for 
decades-old crimes relative to the acute, 
present-day needs of Cambodians. In a 
country ravaged by AIDS and so fraught 
with poverty and corruption that its babies 
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that its babies are trafficked for adoption, 
should precious energy and resources be 
invested in expensive, complex legal pro- 
ceedings that will at best only put a hand- 
ful of old men in jail for a few years? Mr. 
Maguire is clearly humbled by what he has 
learned about in Cambodia, and struggles 
openly to reconcile it with his academic 
knowledge of international war crimes 
trials and the pursuit of justice. 

It is not until the final pages that Mr. 
Maguire returns explicitly to the issue of 
a trial. His description of post-1993 Cam- 
bodian politics leaves little doubt that he 
does not favor leaving such proceedings 
to the current regime. He accurately re- 
counts the criticisms leveled at those on 
both sides of the Khmer Rouge tribunal 
debate: that international human-rights 
organizations are insisting on unattain- 
ably high standards, and that those who 
want to leave the decisions to the Cambo- 
dian government are entrusting entirely 
too much to Prime Minister Hun Sen, a 
man not known for his love of the law. 

One of the greatest shortcomings of the 
book, though, is that Mr. Maguire does not 
indicate what he thinks is the right way for- 
ward. He does not explain his claim that 
9/11 brought the human-rights era to an 
end, or even elaborate on how the “...draft 
law [on the Khmer Rouge tribunal] was 
better than some and worse than others.” 

So should we abandon the quest entirely 
and leave it to the current regime? Send Pol 
Pot’s lieutenant Ieng Sary and the Khmer 
Rouge former head of state Khieu Sam- 
phan to the International Court of Justice 
in The Hague? Refocus international at- 
tention on other forms of accountability? 
Mr. Maguire gives us little indication, only 
telling us of his general pessimism and his 
conviction that “good intentions are never 
enough.” Given his background, his new- 
found realism, and his clear passion for the 
issues at stake, it is a shame he does not 
sketch out some recommendations. 


PAKISTAN: 
BETWEEN MOSQUE AND MILITARY 
by Husain Haqqani 
Carnegie Endowment for International 
Peace, 395 pages, $35.95 


oer 


Reviewed by KERI GEIGER 


AKISTAN’S MIX OF military 
P might, Western allegiance and 

thriving Islamic fundamental- 
ism is often confusing and contradictory to 
the outside observer. So Husain Haqqani 
performs a valuable service by analyzing 
the role of religion, the seemingly omnip- 
otent military and intelligence services 
that control much of the country’s foreign 
and domestic policy making, the factors 
behind failed civilian governments, and 
the country’s tense but close relationship 
with the United States. The book delivers 
a clear and concise account of why Paki- 
stan is still under military rule more than 
50 years after gaining independence from 
the United Kingdom. 

Mr. Haqqani highlights three inter- 
linked problems that have affected Paki- 
stan’s internal politics since the country’s 
birth: the state’s use of religion and reli- 
gious groups for political gain; the inabil- 
ity of the government to control religious 
fervor after unleashing it; and the mili- 
tary’s failure to address the cause of this 
chaos, dealing only with the symptoms. 
He explains that the relationship between 
Pakistan’s military and Islamic rulers is 
not one of opposing forces, but rather of 
symbiotic shapers of domestic and inter- 
national policy. 

A native of Karachi, Mr. Haqqani is a 
seasoned journalist and former REVIEW 
correspondent who spent many years re- 
porting on Asia, including covering the 


=~- Ms. Geiger is a Hong Kong-based reporter for 
Dow Jones Newswires. 
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war in Afghanistan. He has advised Paki- 
stani prime ministers and served as Islam- 
abad’s ambassador to Sri Lanka in 1992-93. 
Taking years of first-hand experience of 
Pakistani politics, his narrative weaves the 
disparate strands into an informative and 
authoritative tale. 

The author argues that it is not the de- 
votion of ordinary citizens to Islam that 
has driven the development of Pakistan’s 
state ideology, but rather “the military’s 
desire to dominate the political system and 
define Pakistan’s national security prior- 
ities.” The military’s adoption of Islamic 
ideology by early military leaders such as 
Agha Muhammad Yahya Khan “conferred 
legitimacy on its right to rule Pakistan.” 

The vision of Pakistan’s first leader, Mu- 
hammad Ali Jinnah, was simply to create a 
homeland for India’s Muslim population. 
From the outset, then, the country’s early 
rulers agreed that Islam was the most im- 
portant unifying force for a country with 
many ethnic and linguistic differences, 
and subsequent political crises only ac- 
centuated this dependence. 

Pakistan’s use of Islam to cement the 
new nation was tested very early on when 
it lost the civil war with the East Paki- 
stani, or present-day Bangladesh, in 1971. 
Aside from cutting the population in half 
and crippling the economy, the country’s 
military faced an even bigger crisis: loss 
of confidence. He argues that Pakistan’s 
military strength feeds off the country’s 
national insecurity—something that has 
plagued the nation from its inception. 

With the assumption of power by Gen. 
Zia ul-Haq, a devout Muslim, in 1977, the 
military and Islam in Pakistan became 
even more interlinked. Mr. Haqqani adds 
that while Gen. Zia’s quest to use Islam as 
the main governing force in Pakistan may 
not have had an immediate negative effect 
on ordinary Pakistani citizens, it “brought 


the relationship between Pakistani state 
and Islamic groups to a new level” and 
sought to create an all-powerful force that 
civilian governments could not control. 

He sympathetically recounts how 
Prime Minister Benazir Bhutto fought to 
control the military, intelligence services 
and presidency. The stories of civilian gov- 
ernment failures in Pakistan are an exam- 
ple of what Mr. Haqqani calls a “fault line” 
within the country. He asserts that mili- 
tary rule has not only deprived the coun- 
try’s political leaders of opportunities to 
learn how to govern properly, but the con- 
stant threat of a coup disrupts the natural 
course of politics. 

Mr. Haqqani’s step-by-step historical 
narratives provide the necessary back- 
ground for understanding Pakistan’s acri- 
monious relationship with India, the thorny 
issue of Kashmir, its demand for U.S. sup- 
port and financial assistance, and the con- 
nection between mosque and military. The 
book also explains how Islamic extremism, 
now leaking out into the rest of the world, 


‘first found its way to Pakistan. Finally, Mr. 


Haqqani reveals the inside story of how 
the events of 9/11 forced Gen. Musharraf 
to balance his relationship with extremist 
Islamic groups in his own country and Af- 
ghanistan with a necessary pledge of alle- 
giance to the U.S. government. 

Mr. Haqqani concludes that the un- 
equal partnership with the U.S. will have 
negative consequences because Washing- 
ton is seeking short-term gains that only 
exacerbate problems within Pakistan. He 
suggests that while Pakistan was created 
quickly without taking the steps necessary 
for nation building, “perhaps it is time to 
rectify that mistake by taking a long-term 
view. Both Pakistan’s elite and their U.S. 
benefactors would have to participate in 
transforming Pakistan into a functional, 
rather than ideological, state.” m 
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IT’S THE RECOVERY, STUPID: 
DESPITE DOOMSAYERS, 
JAPAN’S ECONOMY LOOKS SOLID 
by Sebastian Moffett 
Vol. 159, No. 43, Oct. 24, 1996, Page 63 


OW’S THIS FOR acase of deja vu? 
Flagging badly against a slick- 

ly polished incumbent, a rival 
candidate promises a dramatic tax cut if 
he’s elected. This time, it wasn’t Bob Dole 
making the campaign pledge—it was New 
Frontier Party leader Ichiro Ozawa rolling 
the dice two weeks before Japan’s general 
election. 

With a pledge to get Japan’s economy 
back on track, Mr. Ozawa promised to slice 
income taxes in half, pare back corporate 
and land taxation, and cancel the planned 
increase in the sales levy to 5% from the 
current 3%. In all, Mr. Ozawa pledged to 
slash 18 trillion yen ($162 billion) in tax- 
es. “The effects in financial terms will be 
more than sufficient to cover the deficits 
incurred,” he claimed. “If we leave things 
as they are, things can only get worse.” 

Alas, his bid to ignite Japan’s sleepy 
general election campaign with a radical 
economic proposal came across as desper- 
ate rather than visionary. The main prob- 
lem is that no one thinks such a tax cut is 
possible—Mr. Ozawa himself had no sug- 
gestions as to how to pay for it. The Nihon 
Keizai Shimbun, Japan’s leading business 
newspaper, dismissed it as “oversweet 
sugar candy...that could damage the fu- 
ture of Japan’s economy.” 


Œœ- Mr. Moffett is now a Wall Street Journal cor- 
respondent in Tokyo. 


In fact, there’s not much controversy 
left over what economic policy Japan’s 
politicians should be following. Doubts 
about the nation’s economic recovery are 
giving way to confidence that the country 
is again running on its own power. Most 
economists expect growth to come in 
somewhere around 3% in 1996 and to slow 
somewhat to 2% in 1997. But nobody’s pre- 
dicting another major deceleration. Most 
feel that the bursts of government support 
that propped the economy up during the 
lean years of the early 1990s are no longer 
the key factor holding things together. 

“Does it matter which party runs the 
country?” asks Jesper Koll, economist at 
J.P. Morgan’s Tokyo office. “Probably no. I 
think the doom and gloom is overdone.” 

There has, in fact, been a measure of 
gloom in recent months—the result of a 
series of troubling economic indicators. 
In August, the tankan, a quarterly survey 
of business confidence, showed that com- 
panies were still, on balance, pessimistic 
over their short-term prospects. The Nik- 
kei Stock Average hit a peak of 22,666 in 
June—its highest level since early 1992— 
and then fell to below 21,000 in early Oc- 
tober. After a 12.7% spurt in GDP growth 
in the January-to-March quarter over the 
previous three months, the economy con- 
tracted 0.7% in April-June. 

This brought worries that the nascent 
recovery was beginning to sputter. At this 
time last year, the government pumped 
14 trillion yen into the economy, and it 
may announce a more modest package of 
3 trillion yen to 5 trillion yen before the 
fiscal year ends March 31. The alarmists 
asked a pointed question: Is the economy 
surviving on the back of monster stimu- 


ee 





www.feer.com 





lus packages only to fizzle again when the 
government largesse dries up? 

The fear is especially strong in a country 
for which the word “bubble” now names a 
period in its economic history. Rather than 
the asset inflation of the 1980s, could Ja- 
pan be surviving solely on hot air pumped 
in through government spending? 

Private economists still have their 
doubts, but they’re beginning to arrive 
at the conclusion that the answer is no. 
The up-and-down growth picture seen in 
the cpr figures was exaggerated by sea- 
sonal factors. Year-on-year comparisons 
showed 5.6% growth in the first quarter 
and a 3.4% expansion in the second. 

While the government’s stimulus 
packages have undoubtedly given the 
economy a kick-start, economists argue 
that record low interest rates are driving 
it forward now. “The key issue is whether 
or not the radically easy monetary policy 
is boosting private-sector demand,” says 
Michael Naldrett, economist at Kleinwort 
Benson’s Tokyo branch. “Early indicators 
suggest it may be working in an orthodox 
fashion.”... 

Indeed, “While factories are rapidly 
being shifted abroad, new opportunities 
and jobs are being created at a record pace 
as the new Japanese economic structure 
evolves,” says Richard Werner, chief econ- 
omist at Jardine Fleming in Tokyo. “There 
should be no fear of hollowing-out.”... 

Doubters point to next year’s consump- 
tion tax increase. Mr. Ozawa’s pledge to 
freeze this should have been a winner 
with shoppers, who have hated the very 
idea of a sales tax since it was first intro- 
duced in 1989. 

But Mr. Ozawa’s move seems to have 
backfired, partly because of negative 
newspaper ads run by the Liberal Demo- 
cratic Party, which remind voters that his 
party’s leaders have pledged to increase 
sales taxes to levels ranging between 7% 
and 15%. Mr. Ozawa himself was propos- 


ing a gradual rise in the sales tax to 10% 
less than a year ago. 

And if voters are apathetic, economists 
certainly aren’t sounding the alarm, either. 
For one thing, the workers who have filled 
the million new jobs should boost spend- 
ing. “The consumption-tax hike will take 
a bite out of consumption,” says Cameron 
Umetsu, senior economist at UBS Securi- 
ties’s Tokyo office. “But employment con- 
ditions are improving and we are seeing a 
broadening of the recovery to leisure- and 
service-related areas.” 

And while no one enjoys paying extra 
taxes, most Japanese understand that, 
with a rapidly aging population—26% of 
Japanese will be over 65 by 2025, compared 
with 14% now—a shift away from income 
taxes and toward consumption taxes is 
probably needed to keep the government's 
coffers from drying up. Even the Keidan- 
ren, the country’s leading business organi- 
zation, agrees with the planned hike. 

At the time of Japan’s last national elec- 
tion in 1993, the country was stuck in its 
worst economic slump since World War 
II, and the economy badly needed repair 
work. It didn’t happen: The Liberal Dem- 
ocratic Party’s shocking loss of power led 
to a political paralysis that cancelled any 
chances for major action. 

The economy still needs major moves 
to get rid of Japan’s rampant red tape and 
regulation. But this time around, those 
watching the country are more confident— 
and less dependent on political outcomes. 
Indeed, says Neil Rogers, strategist at UBS 
Securities Tokyo branch, the biggest issue 
for financial markets is trying to predict 
when the Bank of Japan decides the recov- 
ery is strong enough to once again tighten 
monetary policy. 

“This isn’t an economy that’s going 
to collapse in on itself,” Mr. Rogers says. 
“Even if politicians sit on their hands for 
the next 12 months it wouldn’t particu- 
larly matter.” = 
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The Gimlet Eye 


Talented Korean Ladies 


THAT 10 OF the top 30 women golfers in 
the U.S. Ladies Professional Golf Associa- 
tion are Korean is a great source of pride in 
their home country. So what is the secret 
of the Korean ladies’ success? According to 
a report in the Korea Times, it’s “the Ko- 
reans’ talent to make things skillfully with 
their hands, a trait handed down from gen- 
eration to generation for thousands [sic] 
years.” Preparing kimchi and using chop- 
sticks are also important contributing fac- 
tors. The unique Korean knack for using 
the hands also explains why Koreans excel 
at handball, archery and table tennis. Even 
stem-cell researcher Hwang Woo-suk says 
he owes his success to this gift. The report 
concludes with a caveat that of course Ko- 
reans’ famous tenacity may also be a factor 
in their golfing success. Certainly Koreans 
show considerable tenacity in insisting 
that they are a unique people. 





Mickey Mouse Arbitrage 


HONG KONG DISNEYLAND is delivering on its 
promise of bringing prosperity to the terri- 
tory, but not in the way most people hoped. 
Sources tell us that a crafty, if somewhat 
desperate, member of the foreign-press 
corps has managed to supplement his 
meager income courtesy of Mickey & Co. 
It seems that the contents of the elaborate 
media kit provided by the theme park to 
members of the press have become collec- 
tors’ items on eBay. By selling Hong Kong 
Disneyland trinkets to fans in the U.S., the 
entrepreneurial hack managed to pocket 
around $500. All out of booty, he then suc- 
cessfully petitioned Disney for another 
kit—the contents of which are expected 
to yield an additional $400. 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 


HARRY HARRISON 





FAR EASTERN ECONOMIC REVIEW «= October 2005 





Imagine 


All the Resources of The Wall Street Journal’s 
China Experts at Your Fingertips. 


SENESS 


FM: 


Fact is: 





China is re-shaping our world. sT 
And none of us can afford to ignore it. ii 


Whether or not your company does business in China or faces Chinese 
competition, you need the best intelligence about this economie powerhouse, 





Introducing The WSJ Briefing - China Business 

Emailed to you 24 times a year, this new electronic newsletter will provide vou with a single, consolidated 
source of essential China news, insights and intelligence, including: 

e Corporate News - updates on M&A, FDI, corporate earnings and top-level corporate appointments 

e Key Data - economic indicators on trade, growth, production, consumption and labor 

© Trade News - the latest trade data, tariff and relevant WTO news 


© Laws and Regulations - new legislation that will impact on sales, production and import/export 
activities in China 

* Labor and Logistics - labor issues affecting factory operations; information on operational logistics: 
reports on shipping, ports and customs 

© Banking and Investment - a guide to investment opportunities and potential pitfalls 

o Industry Focus - industry-specific focused briefs and indepth analysis 

* Eye on Politics - political affairs and changes in leadership that will have an impact of business 


Make China Business your primary source of 
China market intelligence. Subscribe now at 


Or call us at +852 2831 2579. 


THE WALL STREET JOURNAL BRIEFING 


Crucial intelligence on China. From a source you can trust. 


© 100% Dow jones & Company. inc 


reserved. The Wall Street 





DOWIONES, 




















REVIEW PUBLISHING COMPANY LIMITED 
GPO Box 160 
Hong Kong 





FAR EASTERN 
ECONOMIC 





NOVEMBER 2005 VOL. 168 No. 10 


Asia’s Trade Blocs 
Imperil the wTo 


Bernard K. Gordon PAGE 5 


The U.S. Puts Japan on Probation 
Robyn Lim PAGE 11 


China Trips Up Its Barefoot Lawy? 


Jerome Alan Cohen PAGE 17 





Friction Along the Thai-Malay Divide Colum Murphy PAGE 21 
Finding China’s Missing Farmers William MacNamara PAGE 26 
The Youthful Face of Japanese Nationalism Kenta Tanimichi PAGE 33 
China’s Uphill Battle for Stronger Banks Victor Shih PAGE 37 
Four Men Who Changed Indonesia Hal Hill PAGE 4l 
Hong Kong Preps for the wro Circus Douglas Crets PAGE 45 


~ China’s Contested Ethnic Borders Sara Davis PAGE 48 








A Dissenting View on Ba Jin Geremie R. Barmé PAGE 53 ed 

oo Sater 

O prc 
nne Stevenson-Yang ON AN Jonathan Mirsky ON A HISTORY OF Seems 
CCOUNT OF CHINA’S INTELLECTUAL HENRY LUCE AND HIS CRUSADE es 
ROPERTY PROTECTION PAGE 60 AGAINST COMMUNISM PAGE 72 ———— 7 
ce © ma * * + preasan 
dmund McWilliams on Two Kin-ming Liu ON A CALL FOR = 
NALYSES OF POST-SUHARTO BEIJING TO EMBRACE TAIWANESE = 


NDONESIAN POLITICS PAGE 62 INDEPENDENCE PAGE 74 Co 





ih took us 125 years to use 
the first trillion barrels of oil. 


We'll use the next trillion in 30 


So why should you care? 


DAVID J. O'REILLY 
CHAIRMAN & CEO 
CHEVRON CORPORATION 


Energy will pe one of the defining issues of this century. Y 
the era of easy ol is over. What we all do next Wi determine now well WE 
meet the energy needs of the entire world in this century and beyond. 


pemand is soaring like never before. As pop pulations grow and economies 

take off, millions inthe dev loping world are e enjoying the penefits of alifestyle 

thatrequires increasing ê amounts ¢ of energy. In fact, some Say that in 20 years 
the world will CONSUME 40% more oil than it t does today. At the same rime, 
manyof the wortd’s oil and gas fields are maturing. A And new ener iscoveries 
are mainly occurring in places where resources are di to extract. 
physically, € economically and even pol litically. When growing Gen 

; tighter supplies, the! result is more competition for the same! 


We can wait unti ia crisis forces us to do something. Or we can commit to 
: arking together, and start by asking ihe tough que stions: HOW do we 
meet the energy needs of the developing wortd and those of industrial zed 
tions? What role will renewables and alternative energies play: 2 wWhalis 
the pest way to prötectour environment? How do we acceler ate oure conservation 
arisi Whatever actions we take, we must took nat just to next year, but to 


3 jieve that innovation, collaboration and 4 conservation are 
comers ones on which to puiidthis new wortd. We cannot do this alone. 
governments and every citizen of this planet must be part of 
as surely as they are part ofthe problem. We call upon scientists 
and a è ucak ys potti cians and policy“ amakers. environmentalists, leaders of 
nd peach aneof you to be part of rashaping the! next era of energy. 

















frre 





cL 


“ BERNARD GORDON, professor emeritus of po- 

+ litical science at the University of New Hamp- 

shire, warns that the development of an Asian 

>, trade bloc could severely damage the prospects 
of global free trade. PAGE 5 


ROBYN LIM, a professor of international re- 
‘lations at Nanzan University, says that Japan 

needs to shape up if it wants to enjoy continued 

military protection from the U.S. PAGE 11 


JEROME COHEN, an NYU law professor and 
specialist in Chinese law, chronicles the fate of 
grass-roots legal activists, as local governments 
do all in their power to crush them. PAGE 17 


COLUM MURPHY, deputy editor of the REVIEW, 
explains why Thailand and Malaysia must put a 
stop to the bad blood between them. PAGE 21 


WILLIAM MACNAMARA, a Princeton in Asia 
fellow at the REVIEW, explores how a revolu- 
tionary policy for rural China is outpaced by a 
more powerful trend. PAGE 26 


KENTA TANIMICHI, a Tokyo-based journalist, 
argues that growing nationalism among the 
youth of Japan isn’t necessarily bad. PAGE 33 


VICTOR SHIH, an assistant professor of political 
science at Northwestern University, explains 
why China faces an uphill battle to create a 
more robust financial system. PAGE 37 


HAL HILL, professor of Southeast Asian econ- 
omies at the Australian National University, 
profiles four key thinkers behind modern In- 
donesia’s transformation. PAGE 41 


DOUGLAS CRETS, a Hong Kong-based report- 
er, investigates on-the-ground preparations 


; CONTENTS 





p 


K 


for the upcoming wTo meeting, and discovers 
a “circus.” PAGE 45 


SARA DAVIS, a free-lance writer and human 
rights activist, explains why some minorities 
in China are more equal than others. PAGE 48 


GEREMIE BARME, an old friend and then critic 
of Ba Jin, reflects on the dead literary giant’s 
disturbing silences. PAGE 53 


INTERVIEW: Gothom Arya of Thailand’s Na- 
tional Reconciliation Commission talks about 
the problems of bringing peace to the south. 
PAGE 56 


IN TRANSLATION: An editorial in the Mainichi 
Shimbun focuses on the strengthening of U.S.- 
Japan military ties, and urges care be taken not 
to alarm Japan’s neighbors. PAGE 58 


REVIEWS: 

ANNE STEVENSON-YANG on an analysis of Chi- 
na’s wonderfully weird world of IPR. PAGE 60 è 
EDMUND MCWILLIAMS on two views of Indo- 
nesian life, from the presidential palace to the 
schoolroom. PAGE 62 è BENJAMIN ROBERTSON 
on a definitive history of the struggle for politi- 
cal rights in modern China. PAGE 66 è BENE- 
DICT ROGERS on an intrepid explorer’s account 
of Burma’s border tribes. PAGE 68 è HUGO RE- 
STALL on an assessment of the threats lurking 
behind Beijing’s peaceful pragmatism. PAGE 
70 è JONATHAN MIRSKY on an American me- 
dia mogul’s obsessive anticommunist crusade. 
PAGE 72 è KIN-MING LIU on theories of why 
Taiwanese independence is better for every- 
one. PAGE 74 è EMILY PARKER on a study of how 
the law influences Japanese behavior. PAGE 76 
è FROM THE ARCHIVES Rodney Tasker on the 
Thai-Malay conflict circa 1984. PAGE 78 








— ë B 










FAR EASTERN 
ECONOMIC 


REVIEW 


Mis 


FOUNDED 1946 
NOVEMBER 2005 VOLUME 168, NUMBER 10 


CNS 


Hugo Restall Editor 
Colum Murphy Deputy Editor 
Florence Lau Administrative Assistant 
William MacNamara Editorial Assistant 


oN On 


Winnie Wong Managing Director 
Patrick Wong Finance Director 
Terence Ho Operations Director 
Douglas Mulcock Advertising Director 
Zheng Yin Circulation Director 
Lily Tong Circulation Operations Director 


nr 


Dow Jones & Company 
Peter R. Kann Chairman and CEO 
Richard F. Zannino Executive Vice-President and COO 


The Wall Street Journal 
Karen Elliott House Publisher 
Paul A. Gigot Editor of the Editorial Page 
Judy Barry Senior Vice President, Advertising 
Penny Abernathy Senior Vice President, International and Development 
William E. Casey, Jr., Vice President 


So en 


Published ten times a year, on the second to last Friday of every month except February and August. 
Subscription rate: US$100 for one year 


© Review Publishing Company Limited, Hong Kong, 2005 
A wholly owned subsidiary of Dow Jones and Company Incorporated 


Editorial offices: 
25/F Central Plaza, 18 Harbour Road, Wanchai, Hong Kong 
Postal address: GPO Box 160, Hong Kong 
Email: letters@feer.com 
Editorial telephones: (852) 2573-7121 
Subscription Customer Service: (852) 2831-6474, fax: (852) 2503-1549, Email: service@feer.com 


Visit our Web site at www.feer.com 


Printed in Hong Kong by K2 Printing Co. Ltd. 
Singapore MICA(P) No. 084/04/2004 Malaysia PPS 1530/2/2006 


Design by Reyman Studio 
Icon Illustrations by Steven Salerno and Harry Harrison 
Layout by Ruth Abella 


celia 


PUBLISHER: Review Publishing Company Ltd. CURRENCY NOTE: All currency references in the REVIEW are to U.S. dollars 
unless otherwise indicated. ARTICLE SUBMISSION GUIDELINES: All articles submitted to the FAR EASTERN ECONOMIC REVIEW 
must be exclusive to the REVIEW. We prefer that the submission be between 2,000 and 5,000 words, with a cover letter 
giving a brief summary of your article along with the author’s fax number, day and evening phone numbers, mailing address 
and email addresses. All articles should be sent to the editor by email at hugo.restall@feer.com. 





| from the E D I T 6) R | 





S HONG KONG prepares to host a crucial meeting of the World 
Trade Organization next month, proponents of free trade hold 

their breath. While previous meetings of the Doha Round have 
been characterized as make-or-break, in this case it really is the case. 
Incredibly, the U.S. is now appealing for help from Asian countries in 
salvaging the negotiations. But as one reads the essay by Bernard Gor- 
don in this issue, the irony of such a move is obvious. The U.S. has led 
Asia down the path of bilateral and regional preferential trade arrange- 
ments. Now it wants Asia’s help to undo the damage? 

Elsewhere in this issue, two essays look at how Japan’s changing role 
in the region from very different perspectives. Robyn Lim observes that 
as U.S. President George W. Bush embarks on a tour of both China and 
Japan, Washington is implicitly demanding that Tokyo turn the two 
countries’ security alliance into a real alliance, rather than just a one- 
sided arrangement in which the U.S. gives and Japan receives. 

That will require some major rethinking among both the Japanese 
policy establishment and the public. But ultimately, while the U.S. needs 
bases in the region if it is to maintain its role, it is not as dependent on 
Japan as in the past. Moreover, the technical requirements of missile 
defense make it impossible for Japan to maintain its reservations about 
coming to the aid of U.S. forces if they are attacked. 

This coincides with a shift toward nationalism among Japanese 
youths, as Kenta Tanamichi writes. This is viewed with trepidation by 
Japan’s neighbors. But Mr. Tanamichi’s view is that while there is some 
danger that this new tendency may overshoot, it may be channeled into 
a healthy course. In order to become a normal nation, Japan must ulti- 
mately reject the flaccid, self-indulgent ideology of its baby-boom gen- ` 
eration. The challenge will be to make patriotism and collective defense 
respectable without unleashing uncontrollable forces as happened in 
the 1930s. Given how much Japan has changed since then, this is not an 
unreasonable expectation, but it bears careful watching. 

Within China, big changes are afoot and four authors address these. 
Jerome Cohen, an authority on Chinese law, looks at central and local 
government oppression of legal activist Chen Guangcheng and asks why 
the authorities aren’t living up to their promises. Victor Shih explains 
the internal dynamics of the efforts to better regulate the banks. Our 
own William MacNamara spent a couple weeks with farmers in Jiangxi 
and reports back on his findings. And Sara Davis reveals how some mi- 
norities are carving out a limited religious freedom. 
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LETTERS 





Who’s Co-opting Whom? 


ANNE STEVENSON-YANG’S ESSAY “Can 
China Co-opt the Web?” in the October is- 
sue raises some fascinating points. There 
is no excuse for Yahoo’s behavior in help- 
ing the Chinese government to imprison 
a journalist for writing the truth. But I’d 
like to read more about whether experts 
believe China has succeeded in controlling 
the Internet. 

Obviously China is co-opting interna- 
tional Internet companies, and has its local 
companies under close watch. Some of the 
collaborationists make excuses by saying 
that the Internet is changing China. Per- 
haps they will be proven right in the end: 
At some point, China will have to make a 
choice between allowing free expression 
and closing the whole system down. As 
people become more dependent on com- 
munications technology, the decision to 
close it down becomes more and more dif- 
ficult. It’s essentially the same argument as 
the Olympics being a liberalizing force—if 
there are protests ahead of 2008, Beijing 
will have to make a choice between crack- 
ing down and losing the Games, or giving 
some ground politically. 

Don’t let the Western Internet compa- 
nies off the hook for their bad behavior. 
But I’d like to see some good analysis of 
how the Internet is co-opting China. 

Anthony Grinham 
Sydney 


THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2503-1530, by email to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 
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Cultural Questions 


THE ESSAY ENTITLED “Japan Is Back, For 
Real This Time” by Jesper Koll in the Oc- 
tober issue was very well done, and I don’t 
doubt that Japan is recovering. However, 
Mr. Koll doesn’t address whether the busi- 
ness culture has really changed. After a 
long period of hard times, Japanese banks 
and other companies were forced to bite 
the bullet and concentrate on the bottom 
line instead of long-term relationships. But 
as the good times return, will they go back 
to their old ways? I think we can already 
see some evidence of that, although nobody 
can quantify it. Also, Japan still isn’t really 
an open economy, largely for cultural rea- 
sons. For all its state involvement in the 
economy, China welcomes foreign invest- 
ment and looks outward to the rest of the 
world, but Japan’s biggest problem now is 
its traditionally insular culture. 
James Allen 
San Francisco 


Rebuild, Not Undermine 


HUSAIN HAQQANI SEEMS to believe that 
Pakistan is seeking to wreck the recon- 
struction of Afghanistan (“Pakistan Re- 
plays the ‘Great Game,” October 2005). 
How could this possibly be to Pakistan’s 
benefit? Pakistan will always seek to have 
influence in Afghanistan, but this is natu- 
ral. It does not mean that Pakistan is play- 
ing a devious game. It is consistent with 
helping to rebuild Afghanistan and help its 
democracy to survive. Even the Pakistani 
military now realizes that there is no up- 
side in having a chaotic state next door. 
Majid Zaman 
Islamabad 
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Asia’s Trade Blocs 
Imperil the wTo 


by Bernard K. Gordon 





OICES ON BOTH sides of 
America’s domestic po- 
litical divide are now 
singing the same tune 
on China and on trade 
issues. Charlene Barshefsky, who was Bill 
Clinton’s trade representative, warned in 
September that China “is rapidly creating 
an informal ‘Asian Union’—a deeply inte- 





grated Asian economy.” She called for a 
quick U.S. response: “Regardless of the 
outcome of the wTo’s Doha Round, ambi- 
tious agreements should be negotiated 
with the major Asean [Association of 
Southeast Asian Nations] countries, South 
Korea and Japan.” A few weeks later, from 
the opposite side of the political spectrum, 
the Heritage Foundation issued a report 
called “A Sino-Southeast Asia Trade Bloc.” 
It carried a near-identical warning and a 
similar call to action: the U.S. should “give 
priority to new free trade agreements 
(Fras) in the region,” upgrade U.S.-Asean 
ties, and begin talks aiming at a “U.S.- 


Asean-Australia free trade area.” 

Both views have got the issue only half- 
right at best. Yes, East Asia is in fact expe- 
riencing an accelerating economic 
integration movement, and China has in- 
deed been playing a key role. But the way 
to deal with these developments is not for 
the United States to counter them with 
more FTAS. That would only compound the 
problem by promoting a tense world of re- 
gional economic blocs where, as Martin 
Wolf wrote earlier this month in the Finan- 
cial Times, the large and powerful states 
would seek “to create commercial spheres 
of influence.” 

Although Asian initiatives to promote 
an effective regional bloc date back to the 
1950’s, the current drive stands a chance 
of succeeding—and, for once, keeping the 


ex Mr. Gordon is professor emeritus of politi- 
cal science at the University of New Hampshire, 
and the author most recently of America’s Trade 
Follies: Turning Economic Leadership into 
Strategic Weakness (Routledge, 2001). 
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U.S. out. In its present form, today’s efforts 
date from 2002, when China and Asean 
began talks on a “free trade” accord, and 
China followed that with a call for a “Chi- 
na-Asean” FTA within 10 years. Beijing has 
continued to move the process along with 
its “early harvest” tariff-reduction steps, 
and in 2004 there were further reduc- 
tions, including large exceptions for 
Asean’s “sensitive sectors.” These steps 
were accompanied by a Chinese proposal 
that surely would have alarmed Asia’s oth- 
er capitals had it come a generation ago. 
Beijing called for representatives of Asia’s 
20 million overseas Chinese, particularly 
the “Nanyang” community in Southeast 
Asia, who have been long held at arm’s 
length and in some cases feared by Beijing, 
to step up and help contribute to_China- 
Asean cooperation. i 

Other previously unthinkable steps 
soon followed, including talks among all 
13 Asian foreign and finance ministers to 
create an Asian bond market. These and 
other developments led to calls to expand 
an existing but informal arrangement 
known as “Asean+3,” which brought Asean 
closer to Japan, South Korea and China. In 
July 2004, Asean’s leaders met with the 
other three and agreed to discuss a much 
bigger idea: the transformation of these in- 
formal arrangements into a regular sum- 
mit of the “East Asian Economic 
Community.” This is where we stand now, 
with a meeting scheduled for Kuala Lum- 
pur in December that is expected to ex- 
pand the former Asean+3 to “Asean+6.” 
The three new members would be Austra- 
lia, New Zealand and India. 

Those with long memories will recall 
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the similarities between Asean+3 and an 
effort dating from the early 1990s, when 
former Malaysian Prime Minister Maha- 
thir Mohamad proposed an “EAEC”—an 
East Asian Economic Caucus. Because the 
Mahathir proposal pointedly excluded 
Australia, New Zealand, and the U.S., crit- 
ics quickly labeled it a “caucus without 
Caucasians.” Most decisively, it was 
strongly resisted by former U.S. Secretary 
of State James Baker III, who warned that 
it would “draw a line down the Pacific.” 
Mr. Baker prevailed: Japan and South Ko- 
rea did not support the idea, nor did it have 
full support within the Asean group. 

That has all changed. In the offing now 
is a major new effort to achieve economic 
integration in a format that notably ex- 
cludes the U.S. Even Singapore—with the 
region’s best antennae and very close U.S. 
ties-has endorsed the step. The city state 
has called for an “historic reconciliation” 
between China and Japan, because, as Sin- 
gaporean ambassador-at-large, Tommy 
Koh, put it last year, “the vision is to create 
an East Asian Community.” Such a mo- 
mentous development would separate Ja- 
pan and South Korea from the nation that 
has been their principal security guaran- 
tor for 50 years—and for many years their 
largest market. The exclusion of the U.S., 
especially against the background of the 
global distribution of U.S. exports, will 
certainly raise American hackles, and the 
objections would be well-founded. 

As the following graph illustrates, the 
Asia-Pacific region consistently accounts 
for more than a quarter of U.S. total mer- 
chandise exports, and it highlights the 
roughly equal three-way distribution of 
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those exports. Slightly more than one- 
third go to America’s immediate neigh- 
bors on the North American continent, 
Canada and Mexico, and slightly less than 
a quarter are directed to Western Europe. 
Sometimes forgotten is that the United 
States has a Pacific coastline nearly as 
long as China’s, and that the U.S. is as 
much a Pacific nation as Japan, China and 
South Korea. Its three-way export distri- 
bution to each of the world’s main eco- 
nomic regions is unique to the U.S., and 
underscores the importance of its political 
and strategic involvement in the Asia-Pa- 
cific region. President Bush’s upcoming 
eight-day trip to Japan, China, South Ko- 
rea and Mongolia (including participation 
in the APEC summit in Busan) is meant to 
reaffirm the United States’ trade interests 
in the region. 

How did we get to a point where, de- 
spite all the talk and evidence of a “border- 
less world,” East Asia is now moving to 
create its own global economic region? 
Four main factors explain this challenge 
to the vastly productive multilateral trade 
experience of the past 50 years: first, the 
misguided inspiration that the European 


Community provides for East Asia; sec- 
ond, America’s plan to expand NAFTA 
(North American Free Trade Agreement) 
to the entire Western Hemisphere; third, 
the consequences of the 1997-98 Asian fi- 
nancial crisis; and fourth, America’s policy 
of proliferating FTAs. 

The European factor can be quickly 
explained. It was Konrad Adenauer, Ger- 
many’s Chancellor, who in 1952 most 
clearly explained that the Ec was formed 
for altogether political reasons—that, in 
his words, “the political meaning of the 
European Coal and Steel Community is 
infinitely larger than its economic pur- 
pose.” Its goal was to ensure that by inte- 
gratingthe French and German economies, 
Europe would never again be embroiled 
in conflict. 

All postwar movements toward eco- 
nomic regionalism, particularly those in 
East Asia, have taken the European model 
as their inspiration. Regional economic ar- 
chitects forget, however, that the Europe- 
an model is rooted in Europe’s politics, and 
does not fit other regions. 

The second factor concerns the U.S. em- 
brace of NAFTA, itself a principally political 
initiative. For more than a century before 
NAFTA was created, Mexico and Canada 
had been major markets for the U.S., just as 
the U.S. had long been the major market 
for the two countries. In 1985, a decade be- 
fore NAFTA, 86% of Canada’s imports and 
75% of its exports went to the U.S. Formal- 
izing the North American economies’ inter- 
dependence through Narra was, therefore, 
not exactly revolutionary. 

To East Asians, however, especially in 
Japan, NAFTA was an early wakeup call. To- 
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kyo had long adhered to the multilateral 
WTO system, but if NAFTA—to say nothing 
of a hemispheric trade agreement—sug- 
gested a change in America’s stance, then 
Japan would have to reconsider its policy. 
That was precisely the message future 
Prime Minister Ryutaro Hashimoto (then 
finance minister) conveyed to Henry Kiss- 
inger in the early 1990s: he told the former 
secretary of state that Japan was being 
pressed to support Malaysia’s “caucus” 
proposal and that it would exclude the U.S. 
When Mr. Kissinger asked whether Tokyo 
would be influenced by American plans to 
extend NAFTA to South.and Central Amer- 
ica, Mr. Hashimoto answered: 


Yes, that is what will happen. As a 
member of the cabinet I do not highly 
regard the Mahathir plan. But if the 
United States strengthens its posture 
towards forming a protectionist bloc 
by extending NAFTA and closing off 
South America and North America, 
then Japan will have to emphasize its 
position as an Asia-Pacific country. 
This will inevitably alter the Japan- 
U.S. relationship ... so please do not 
force us into such a corner. 


Few warnings are as clear—or as clear- 
ly ignored—as this one. The result was that 
both the Clinton and Bush administrations, 
beginning with the Miami Summit in 1994, 
pressed the “vision” of a Pan-American 
free trade agreement, which became the 
“Free Trade Area of the Americas.” Both 
administrations also ignored the early 
warning signs of trouble ahead for the FTAA 
stemming from Brazil’s opposition and its 
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preference for Mercosur, a common-mar- 
ket inspired by Brasilia. 

East Asians, however, regularly cited 
Washington’s sponsorship of the FTAA as 
a clear signal of the way the world would 
be developing, and that signal produced 
sharp changes in their policies. By 1999- 
2000, first Japan and then South Korea 
modified their long-standing adherence to 
the GATT/WTO system, both arguing they 
must not be “left out” of the developing 
FTA phenomenon. That view was rein- 
forced this past summer, when the U.S. 
Congress passed the Central American 
Free Trade Agreement, since which both 
CAFTA and the FTAA are seen as poster- 
boys for the belief that Asia should follow 
suit. As recently as October, at a confer- 
ence in Seoul on Asian economic integra- 
tion, a South Korean policy paper 
concluded that “the FTAA will be realized,” 
and asked, “How can East Asia react?” 

Just as Asians saw Western Hemi- 
sphere FTAs as evidence the U.S. was turn- 
ing inwards, the Asian financial crisis of 
1997-98—the third factor identified here— 
came to be regarded as evidence that 
Washington had neglected Asia and that 
the region now needed to take care of it- 
self. As the crisis was developing, not only 
was the U.S. slow to react, but Japan res- 
urrected its long-standing proposal to cre- 
ate an “Asian Monetary Fund.” That idea 
was bluntly quashed by U.S. Treasury Sec- 
retary Robert Rubin, whose clear prefer- 
ence was for the International Monetary 
Fund. 

Some particularly dark motives were 
attributed to U.S. behavior. Some even 
suggested that the Asian financial crisis 





had been engineered to benefit American 
investors. In fact, American behavior dur- 
ing the crisis was rooted in arcane aspects 
of its bureaucracy and related interagency 
rivalries, but the crisis nevertheless fed 
the view that East and especially South- 
east Asia were considered less important 
to the U.S. than other global regions. 

Whether or not this was the case, some 
Southeast Asian leaders had learned a les- 
son: East Asia badly needed its own trans- 
national economic structures and 
organization. That view was reinforced by 
evidence of a seeming “decline” in Amer- 
ica’s trade role in East Asia. 

But nothing has done more to encour- 
age Asia’s turn to bilateral and regional 
trade agreements than the fourth factor: 
Washington’s own shift in that direction. 
It is a policy most closely associated with 
the former U.S. Trade Representative Rob- 
ert Zoellick, now Deputy Secretary of 
State. Mr. Zoellick is widely respected for 
his intelligence and energy levels, as well 
as his appreciation of Congressional pre- 
rogatives and sensitivities on trade issues. 
His earlier U.S. government experience 
was in the State Department, where he 
was a close associate of then Secretary of 
State James Baker III—worth noting given 
that during the GaTT-Uruguay Round, Mr. 
Zoellick learned from Mr. Baker a method 
to accelerate those trade talks. It was a 
time directly analogous to today’s anxiet- 
ies about the wTo’s Doha Round. 

Mr. Baker’s method was to hold on to 
the prospect—some would say the threat— 
that the U.S. might negotiate separate bilat- 
eral trade arrangements ifthe slow-moving 
GATT talks did not accelerate. His aim was 
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to induce the world’s major trade actors, es- 
pecially Europe and Japan, to complete the 
broader and multilateral agenda of wro. 
There is no secret about the strategy, which 
in the GaTT period was successful. In a let- 
ter to me in late 2001, Mr. Zoellick penciled 
in these points: 


A strategy of trade liberalization on 
multiple fronts—globally, regionally 
and bilaterally—enhances our lever- 
age.... As Europeans have pointed out 
to me, it took the completion of NAFTA 
and the first APEC Summit in 1993-94 
to persuade the Ev to close out the 
Uruguay Round. I favor a “competi- 
tion in liberalization” with the U.S. at 
the center of the network. 


Mr. Zoellick was correct in his descrip- 
tion of events in the early 1990s, but he 
overlearned his lesson. The result is that 
America’s turn toward regionalism en- 
couraged many other nations, especially 
in East Asia, to negotiate their own FTAs. 

Mr. Zoellick’s approach—the approach 
of a man who once wrote that “the Bush 
administration has completed FTAs with 
12 countries, is negotiating with 10 others, 
and is preparing for more”—recalls The 
Sorcerer’s Apprentice. In that folktale made 
famous by a Disney movie, the apprentice 
learned enough magic to do his job auto- 
matically, but not enough to end the spell. 
He was unable to stop producing multiple 
brooms. Like those magical brooms, FTAs 
are now madly multiplying, and econo- 
mists, businessmen, and other analysts al- 
most unanimously believe they do more 
harm than good. 
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The issue is not new, and it was first 
brought into public prominence by Jacob 
Viner, whose study of common markets 
stressed their “trade diverting” effects. 
Since then, especially in the work of the 
Columbia University economist Jagdish 
Bhagwati, a consensus has formed that 
FTAs are a decidedly negative development 
for at least the following reasons: they are 
bad for business because in practice they 
require impossibly complex “rules of ori- 
gin”; they subtract scarce resources and 
energies from the broader and more im- 
portant goal of multilateral trade negotia- 
tions; and they should in reality be called 
PTAS, or preferential trade agreements. 

Those points were reinforced by a re- 
cent study that focused on East Asia. It 
concluded: “While regional and bilateral 
FTAs may be welfare-enhancing for the 
member countries...these welfare gains 
are considerably smaller than those result- 
ing from multilateral trade liberalization.” 
Those are powerful conclusions from 
widely respected trade economists, but an- 
other recent study, by Lee Jong Wha and 
Park Innwon, was more sanguine about 
FTAs. It argued that “an East Asian FTA 
will likely be a building block for a global 
FTA.” Yet its authors quickly added a cru- 
cial qualification: They wrote that an Asian 
FTA would be a multilateral building block 


only “if it takes the form of deeper integra- 
tion ... with ... APEC and the wTo.” 

Not only does that beg the question of 
what “greater integration” with the wro 
might actually mean in practice, but even 
more troubling was the authors’ conclu- 
sion that “if the major three East Asian 
countries successfully expand it into an... 
arrangement leading to the East Asian 
FTA...we anticipate a tripolar system...con- 
sisting of the American FTA, the European 
FTA and the East Asian FTA.” 

The idea of a tripolar system—in other 
words, a three-bloc world—is one of the 
major economic and strategic outcomes 
most steadfastly warned against by re- 
gionalism’s critics. Such critics are not 
limited to academia; Victor Fung, chair- 
man of Hong Kong’s largest export trading 
company, recently decried the recent pro- 
liferation of bilateral agreements when he 
wrote, “Bilateralism distorts flows of goods, 
throws up barriers, creates friction, reduc- 
es flexibility and raises prices ... [and] has 
the potential to hinder the development of 
the global production system.” 

The upcoming wTOo conference in Hong 
Kong provides an opportunity for trade 
negotiators to break these trends toward 
economic regionalism. It’s time to affirm 
that a multilateral trading system indeed 
creates value for everyone involved. IW 
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Puts Japan 





On Probation 


by Robyn Lim 





HE STAGE IS set for U.S. 
President George W. 
Bush to visit Japan in 
mid-November and 
strengthen security ties 
between the two countries. On Oct. 29, the 
U.S.-Japan Security Consultative Commit- 
tee, composed of the respective defense 
and foreign ministers, signed an agreement 
entitled “Transformation and Realignment 
for the Future.” That statement attempts 
to put meat on the bones ofa February 2005 
agreement setting out new common stra- 
tegic objectives for the alliance. 

Still, the agreement was not reached 
easily. U.S. Secretary of Defense Donald 
Rumsfeld was fed up with Japan’s foot- 
dragging for more than a decade on the is- 
sue of the relocation of the U.S. Marine air 
station at Futenma in Okinawa. He point- 
edly bypassed Japan when he visited China 
and South Korea last month. Now Mr. 
Rumsfeld is in no mood for further delays 
by Japan. Thus Japan is on probation: It 





must consider what it is willing to do to re- 
tain the services of the world’s best military 
at modest risk and cost to itself. 

With the winning of the Cold War, the 
U.S. has more options than when it was 
tied down by countervailing Soviet power. 
Globally, America has regained the strate- 
gic flexibility it lost in 1949, In East Asia, 
the vital U.S. interest remains the balance 
of power on the far shore of the Pacific 
Ocean. Since 1951, the U.S. has chosen to 
maintain the balance by means of alliance 
with Japan. But that was not always so, 
and may not always be so in future. 

True, the U.S. still needs bases in Japan, 
not least because even America’s military 
capabilities are challenged by the vast dis- 
tances of the Pacific, the widest of the 
world’s oceans. But America doesn’t need 
Japan quite as much as it used to, or as 
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much as many Japanese seem to assume. 
With the U.S.-South Korea alliance un- 
raveling, Japan is under unprecedented 
pressure to help make its alliance with the 
U.S. more “normal.” That is, an alliance in 
which the U.S. no longer assumes nearly 
all the risks and costs. Otherwise, the U.S. 
will be inclined to withdraw its forces to 
Guam and Hawaii, leaving Japan to bal- 
ance growing Chinese power on its own. 


Maintaining Deterrence 


LAST FEBRUARY’S STATEMENT of “com- 
mon strategic objectives” included the 
peaceful reunification of the Korean pen- 
insula, the peaceful resolution of the Tai- 
wan issue, and encouraging greater 
military transparency by China. Notable 
was the fact that Taiwan was mentioned 
for the first time in any U.S.-Japan agree- 
ment since the 1969 Nixon-Sato communi- 
qué—to predictable howls from Beijing. 
The Oct. 29 agreement seeks to main- 
tain deterrence while reducing the U.S. 
military “footprint” in Japan, especially in 
Okinawa, where U.S. bases are heavily 
concentrated. Nearly half of U.S. Marine 
Corps forces in Okinawa are to be sent 
elsewhere, with the Headquarters of the 
Third Marine Expeditionary Force (III 
MEF) moving to Guam. Futenma is to be 
relocated to Camp Schwab (with a 1,800 
meter runway jutting out into Oura Bay.) 
Japan has also agreed to homeport in 
Yokosuka (near Tokyo) a nuclear-powered 
replacement for the U.S. aircraft carrier 
Kitty Hawk, due to be retired in 2008. She 
is the last fully operational conventional 
carrier in the U.S. Navy. Nuclear-powered 


carriers are faster and more capable than 
the aging Kitty Hawk. 

In addition, Japan agreed that I Corps, 
anew three-star echelon of command cur- 
rently located in Washington state, will 
move to Camp Zama. To facilitate interop- 
erability between the two armies (hither- 
to virtually nonexistent) Japan’s Ground 
Self Defense Force will move its rapid re- 
action force to Camp Zama. Japan is also 
emphasizing “jointness,” creating for ex- 
ample a Joint Staff Office. 

Interoperability, especially in air de- 
fense, will be greatly enhanced. That in- 
teroperability has up to now been very 
limited, because Japan wanted it that way. 
That was all very different from NATO. But 
now the needs of missile defense mean 
that this lack of connectivity in the alli- 
ance cannot continue. 

Indeed, the “architecture” of missile de- 
fense will do much to define the future of 
the U.S.-Japan alliance. Missile defense 
meets Japan’s security needs because it is 
nonnuclear and defensive. But missile de- 
fense will be a truly global system, designed 
to defend against all ranges of ballistic mis- 
siles. If Japan wants protection against 
North Korea’s ballistic missiles, it will have 
to join the U.S.-led system. 

So Japan’s C4ISREW (Command, Con- 
trol, Communications, Computers, Intel- 
ligence, Surveillance, Reconnaissance, 
Early Warning) systems will have to oper- 
ate seamlessly with those of the U.S. Thus 
Japan will be integrated more closely into 
U.S. global strategy than before. It will no 
longer be able to keep its options open in 
relation to China, which has long opposed 
Japan’s participation in missile defense. 
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Currently, missile defense is configured 
to deal only with ballistic missiles. Yet Chi- 
na (and possibly North Korea) is known to 
be developing sophisticated cruise missiles 
as a form of asymmetric warfare. That will 
make missile defense even more challeng- 
ing for Japan and the U.S. 

All the signs are that Japan is now will- 
ing to give up the pretense that it can oper- 
ate missile defense “independently.” In 
any case, it was always nonsense to think 
that Japan could refuse to co-operate in 
intercepting a missile headed for the U.S., 
once it had the capability to do so. Now 
Japan has agreed to locate a powerful U.S. 
X-Band radar in Japan, and to the station- 
ing of Patriot pac-3 and sM3 Standard Mis- 
siles in Japan. 

Moreover, Japan is at long last moving 
toward dropping the self-serving interpre- 
tation of its constitution that says it cannot 
participate in collective self-defense, the 
right of all members of the United Nations. 
Co-operation in missile defense is now 
bumping up against the limits of the con- 
stitution. 

In the past, when it suited its interests 
to do so, Japan could bend its constitution 
and allow “connectivity” within the alli- 
ance. In the 1980s, for example, Japanese 
and U.S. naval pilots flew subhunting mis- 
sions over the Sea of Japan on alternate 
days, fully armed. They exchanged data on 
a real-time, computer-to-computer basis 
with the U.S. Seventh Fleet. Whatever Ja- 
pan’s government seemed to be saying, So- 
viet naval commanders had to assume 
Japan would fight if necessary, and that 
contributed greatly to deterrence. 

But for official purposes, Japan clung to 


oo JAPAN = 


the self-serving interpretation of its consti- 
tution that said that while the U.S. re- 
mained legally bound to defend Japan, 
Japan was not legally bound to defend 
America. Indeed, Japan was prevented 
from doing so, if American forces, even 
those engaged in the defense of Japan, were 
attacked outside Japan’s territorial limits. 
" And in relation to Japan’s so-called nu- 
clear allergy, Japan was also able to have 
its cake and eat it. It could use the Hiro- 
shima Cult—the Cult of the Unique Victi- 
m—in order to assert moral equivalence, 
and call for nuclear disarmament in order 
to bolster Japan’s case for permanent 
membership of the U.N. Security Council. 
But at the same time, Japan was quick to 
complain if it believed the U.S. nuclear 
umbrella was likely to spring a leak. 

During the Cold War, all that Japan 
was really required to do was to turn a 
blind eye when U.S. nuclear-capable war- 
ships entered its ports. And if Japan had 
really believed that nuclear weapons were 
irrelevant to its security, or simply too 
dangerous, it could have abrogated the al- 
liance at any time after 1970. But Japanese 
leaders had no intention of doing so, be- 
cause they understood what a good deal 
the alliance represented. 

Indeed, Japan enjoyed huge benefits, 
including America’s willingness to provide 
for Japan’s nuclear and long-range mari- 
time security. Japan, spending only 1% of 
GNP on defense, paid few costs and under- 
took virtually no risks. But in East Asia 
during the Cold War, the U.S. sacrificed 
100,000 service personnel killed in action 
in Korea and Vietnam. 

Japan was able to pursue ruthlessly 
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mercantilist economic policies too, secure 
in the knowledge that America’s need for 
bases in Japan was such that it could little 
more than grumble impotently. Japan ob- 
tained access to a treasure trove of U.S. 
technology, and then essentially froze out 
U.S. investment. All in all, a brilliantly suc- 
cessful policy. 


Unresolved History . 


BUT MOST BRILLIANT successes hold with- 
in them the seeds of future failure. During 
the Cold War, Japan proved incapable of 
acting in enlightened self-interest, despite 
being one of the chief beneficiaries of pol- 
icies of enlightened self-interest pursued 
by the U.S. since 1945. Japan, having done 
so much to isolate itself, now wonders why, 
in changed strategic circumstances, it has 
so little leverage within the alliance. 

Japan emerged from the Cold War hav- 
ing been unable to settle the issues of 
World War II on terms acceptable to its 
neighbors. Moreover, it has territorial dis- 
putes with all of them. 

The Yasukuni Shrine controversy is 
also providing China with opportunities 
to isolate Japan, which China is grabbing 
with both hands. Convicted war crimi- 
nals, including wartime Prime Minister 
Hideki Tojo, were “enshrined” at Yasuku- 
niin 1978, as an overtly political act. Prime 
Minister Junichiro Koizumi has now vis- 
ited Yasukuni five times while in office. 

It’s true of course that China has acom- 
munist regime that killed far more Chi- 
nese (deliberately and as a consequence of 
Mao’s mad policy failures) than Japan ever 
did. It’s also true that China will never be 
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satisfied, whatever Japan does. That’s be- 
cause China wants to grab the moral high 
ground, and the legitimacy of the People’s 
Liberation Army is bound up in the war 
against Japan. 

But it’s not true, as the Japanese right- 
ists claim, that South Korea is the only 
country other than China bothered by Ya- 
sukuni. Singapore and Malaysia, where 
thousands of Chinese were massacred 
during the war, have already made their 
feelings known. Moreover, the Yasukuni 
issue does not escape notice in Australia, 
another key U.S. ally. 

For the U.S., the risks of alliance with 
Japan are also going up. In all alliances, se- 
curity benefits come with risks and costs 
attached, for both parties. America’s alli- 
ance with Japan, for example, involves the 
risk that Japan will drag the U.S. into its 
disputes with China, including over the 
uninhabited Senkaku islands. 

For those with an eye to history, the 
U.S. became embroiled in a war with Chi- 
na in 1950, in Korea, as a consequence of 
America’s need to protect Japan after Sta- 
lin gave North Korea the green light to in- 
vade the South. The U.S. intervened in 
Korea because of the danger to then-pros- 
trate Japan. Washington knew that, with- 
out access to bases in Japan, it could not 
credibly threaten Moscow that war in the 
west would also mean war in the east. 

But now Russia is finished as a great 
power, and strategic circumstances in East 
Asia are very different. The U.S.-Japan al- 
liance, which lacks cultural ballast, could 
be dangerously vulnerable to external 
shocks. In relation to Iran, for example, Ja- 
pan still seems to think it can fund Iranian 
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oil projects despite Iran’s palpable nuclear- 
weapons ambitions. Japan has become so 
accustomed to having its cake and eating it 
that few in Tokyo can see the danger. 

Moreover, Japan seems oblivious to the 
fact that most of its friends within the 
Bush administration have now left, or are 
about to leave, their posts. There is noth- 
ing to suggest that Secretary of State Con- 
doleezza Rice or her deputy, Robert 
Zoellick, have any special affinity for Ja- 
pan. Indeed, in Mr. Zoellick’s case quite 
the opposite, as a consequence of bruising 
trade friction with Japan in the past. And 
as the tensions generated by the “mad 
cow” beef issue have shown, in Congress 
there is considerable animosity towards 
` Japan just beneath the surface. 

For the U.S., the second Iraq war has 
been very revealing, as to the worth or oth- 
erwise of allies. Blood, not money, is the lu- 
bricant of alliances. Japan’s sending of 
Ground Self-Defense forces to Iraq provid- 
ed valuable political support for the U.S. 
Butin military terms it was worse than use- 
less. Japanese forces have been sent to the 
safest area in Iraq, hunkering down when 
any danger threatened, and requiring pro- 
tection by Dutch, British and Australian 
forces. They are also there to help secure 
Japan’s oil interests in a future Iraq. 


Picking Allies 

IN RELATION TO Britain and Australia, the 
U.S. has reliable English-speaking allies 
who are not in Eurasia, but who ring it. In 
World War II, they played the role of un- 
sinkable aircraft carriers in the Atlantic 
and Pacific theaters, respectively. Both al- 


lies are willing to participate in missile de- 
fense. So is Denmark. That is especially 
important in relation to the great island of 
Greenland, a Danish dependency, which 
never seems to lose its strategic impor- 
tance. Apart from Britain, Australia and 
Denmark, who else does the U.S. need? 
Will it really need Japan in future for mis- 
sile defense, especially as sea-based radars 
and interceptors reduce the need for for- 
eign bases? 

Currently, the U.S. is rethinking the 
classic questions of security policy when 
and where to intervene, and on whose be- 
half. With Russia in apparently terminal 
decline, Europe can be left to look after it- 
self. In the Middle East, America has two 
essential interests to keep the oil flowing, 
and the security of Israel. The latter is a po- 
litical rather than strategic imperative, and 
can be met on the same basis as it has been 
since 1948, that is by arms supply. 

It seems inevitable that the U.S. is going 
to have to live with a faster pace of nuclear 
proliferation. Despite “arms control,” both 
North Korea and Iran have been able to de- 
velop nuclear weapons on the sly. But the 
U.S. cannot invade North Korea without se- 
rious risk of war with nuclear-armed Chi- 
na. And if America invaded Iran, it could 
remove the regime in Tehran, but what 
would it do then? 

Therefore, the U.S. is likely to follow 
much less interventionist policies in fu- 
ture that will force all the other players (all 
much more dependent on Middle Eastern 
oil than America is) to sort it out among 
themselves. It will be much harder for all 
of them, including Japan and China, to 
free-ride on American security. 
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Perhaps the most difficult choices will 
have to be made in East Asia. No policy ap- 
proach will be free of considerable risk. If 
the U.S. were to retreat to Guam/Hawaii, 
Japan would have to acquire offensive ca- 
pabilities in order to balance Chinese pow- 
er. These would almost certainly include 
nuclear capabilities. 

That could set up a dangerous nuclear 
confrontation over which the U.S. will have 
no control. Moreover, Japan’s acquiring nu- 
clear weapons would probably remove the 
last constraints on nuclear proliferation. 
Other U.S. allies, Australia for example, 
might well follow. So might Indonesia, al- 
ready nervous about the maritime ambi- 
tions of nuclear-armed China and India. 

An alternative outcome would be that 
the presence of nuclear weapons would in- 
duce more prudent behavior by both China 
and Japan. Currently, they are all too will- 
ing to poke each other in the eye and ex- 
pect the U.S. to hold the ring. During the 
Cold War, nuclear weapons in the hands of 
the two superpowers did much to keep the 
peace because they made great-power war 
simply too dangerous. 

But who can be sure that this experi- 
ence would be replicated by China and Ja- 
pan, the two great powers of East Asia that 
have never previously been strong at the 
same time? Ifthe U.S. were to withdraw to 
Guam/Hawaii, there is also the risk that 
Japan and China might gang up in an alli- 
ance of convenience underpinned by their 
growing economic interdependence. While 
that seems unlikely, stranger things have 
happened, not least the Hitler-Stalin pact 
of 1939 that ushered in World War II. Such 
alliances of convenience can be destabiliz- 
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ing because they tend not to last long. 

In East Asia, America’s main task is to 
help manage the “peaceful rise” of China 
by means that are not appeasement. Japan’s 
value as an ally will be judged pretty much 
on that criterion. In relation to the Taiwan 
issue, for example, America’s key interest is 
the preservation of Taiwan’s de facto inde- 
pendence. Thus Washington will not want 
to see rightwingers in Japan egging on in- 
dependence advocates in Taiwan. Nor will 
America wish to see Japan defecting in a 
crisis because of intimidation for example 
an overt nuclear threat by China. 

What of the future? Many signs are 
positive that the alliance can be trans- 
formed into a more “normal” one. But 
some signals are not so positive. Even now, 
no Japanese leader seems able or willing 
to articulate a rationale for the alliance. 

Moreover, there are many aspects of 
the alliance that remain unhealthy. For ex- 
ample, the notion that the U.S. has to main- 
tain the current relationship in order to 
restrain Japanese militarism, or to prevent 
Japan from “going nuclear.” One might 
compare it to someone who stays married 
because it’s the only thing that keeps the 
spouse from going on a shooting rampage. 
That’s not exactly what a marriage coun- 
selor would call a solid relationship. 

When President Bush visits Japan, the 
real question behind the pomp and cere- 
mony will be whether enough Japanese in 
key positions realize that Japan is indeed 
on probation. It is often said that the deep- 
est instinct of the Japanese is to be left 
alone. If Japan plays its hand badly, it could 
find itself set free to look after its own se- 
curity as best it can. = 
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Barefoot Lawyers 


by Jerome Alan Cohen 





HINA’S MINISTER OF 
Public Security, Zhou 
Yongkang, is a very pow- 
erful man. Mr. Zhou, 
who has never studied 
law, is the prc’s only law-related govern- 
ment official to take part in the Politburo 
of the Chinese Communist Party. At every 
level of the Chinese government, Mr. 
Zhou’s Mps underlings, wearing their Par- 
ty hats, dominate the Party political-legal 
committees that “coordinate” the work of 
the courts, the prosecutors, the police and 
the justice departments. Together with 
Luo Gan, a member of the Party’s inner- 
most sanctum—the nine-member Politbu- 
ro Standing Committee—and the leader of 

the nationwide Party Political-Legal Com- 
l mittee, Mr. Zhou is responsible for law en- 





forcement in China, an awesome and 
difficult burden. 

During his almost three years in office, 
Mr. Zhou has made a number of encourag- 
ing speeches urging his colleagues in the 


police to comply with the nation’s gradu- 
ally improving criminal-justice legislation. 
Less known is the fact that he has presided 
over a number of important internal re- 
forms within the mps. 

These seek to make local public-secu- 
rity bureaus more obedient to national leg- 
islation and the mrs headquarters in Beijing 
rather than to the local Party and govern- 
ment powerholders who have tended to 
control them. Under Mr. Zhou, the mps has 
also adopted many regulations that, at least 
in principle, reduce the likelihood that the 
police will continue to act arbitrarily. 

Yet, as Justice Oliver Wendell Holmes 
Jr. warned Americans long ago, general 
principles do not decide concrete cases. Ev- 
ery day in China, thousands of outrageous 
actions by the police—including the secret 
police operating under the less-visible Min- 
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istry of State Security—challenge the Polit- 
buro to transform theory into practice and 
to address the nationwide multitude of in- 
justices resulting from police misconduct. 

Twenty years ago a Chinese friend 
summed up the situation by saying: “High 
officials speak beautiful words, but local 
officials do whatever they wish.” Have 
things begun to change? 

Among the many cases that cry out for 
Mr. Zhou’s attention, none is more chal- 
lenging than that of blind social activist 
Chen Guangcheng, a 34-year-old “bare- 
foot lawyer” from dirt-poor Yinan County 
in Shandong Province. Mr. Chen first sur- 
faced outside of China in 2002 when News- 
week featured him in an eight-page cover 
story on rural activists who are learning 
law on their own and using it to resist the 
illegal demands of local officials. 

Mr. Chen, for example, had been taking 
county tax collectors to the county court 
because of their insistence that disabled 
people pay taxes from which national leg- 
islation exempted them. The following 
year the United States government invited 
Mr. Chen to America under its Interna- 
tional Visitors Program for four weeks of 
meetings with legal-aid groups and other 
experts on access to justice. 

Mr. Chen made a stunning impression. 
Young, handsome, earnest and articulate, 
from behind dark glasses that hid his blind- 
ness, he spoke of lawless conditions in the 
countryside with compelling clarity, confi- 
dence and courage. When he and his wife, 
who serves as his escort and reader, re- 
turned to China, we met again in Beijing in 
the hope of persuading professors, lawyers 
and law students to go down to the Shan- 
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dong countryside in order to train the hun- 
dreds of future barefoot lawyers Mr. Chen 
planned to recruit in his county alone. 

Soon after, my wife and I spent a few 
days in his village of 480 people in order 
to get a better understanding of the varied 
legal needs of its disabled and of the rea- 
sons why local lawyers and even the local 
office of the disabled persons organization 
refused to take on cases that would put 
them in opposition to the local govern- 
ment on which they depended. There was 
evidently a demand for the services of 
barefoot lawyers like Mr. Chen. 

Although his earliest lawsuits gave Mr. 
Chen some initial success, he found it in- 
creasingly difficult to obtain relief for his 
“clients”—a congeries of blind, lame or 
mentally handicapped people—from coun- 
ty judges who are appointed, paid and con- 
trolled by the very officials Mr. Chen was 
suing. Moreover, county and township of- 
ficials were subjecting him to growing 
pressures to cease his activity. 

They even tried to deprive him of the 
support of his fellow villagers, whose loy- 
alty Mr. Chen had ensured by persuading 
a British charity to endow his village with 
an urgently-needed electronic well system. 
Yet, with the help of a few human-rights 
lawyers from Beijing, he continued to pur- 
sue his litigations against local officials. 

The tipping point came this summer 
when Mr. Chen was overwhelmed and de- 
pressed by the demands of hundreds of 
people in his area who, since March of this 
year, had been suffering a broad range of 
official abuses inflicted in the name of birth 
control. Desperate to put an end to Linyi 


- City’s brutal campaign of forced abortions 
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and sterilizations, and the massive illegal 
imprisonments and beatings that accom- 
panied it, Mr. Chen helped many victims of 
the campaign to bring lawsuits against the 
offending officials in the county court. 

In view of the unresponsiveness of the 
defendants, the slowness of court proce- 
dures and the dim prospects of victory, 
Mr. Chen also went to Beijing, as petition- 
ers have done for centuries. There, unlike 
traditional petitioners, Mr. Chen made use 
of the media in two ways in an effort to 
bring the many violations of the nation’s 
family planning and criminal laws to the 
attention of the central government. 

On the one hand, he arranged for a cou- 
rageous group of young legal scholars from 
Beijing to visit Linyi to document the hor- 
rors taking place in order to reveal them on 
the Internet. On the other, he contacted for- 
eign journalists in the hope that their dis- 
patches would alert China’s leaders, often 
badly informed by misleading reports from 
local subordinates, to the real situation. 

Both of these efforts proved successful, 
too successful for Mr. Chen’s well-being. 
The Internet report reached a large num- 
ber of previously uninformed Chinese 
readers, many of whom were under the il- 
lusion that earlier rural birth-control 
abuses had ceased. The foreign media, led 
by a front-page exposé in the Washington 
Post, also took up the cause. 

By then, Linyi officials had begun to 
strike back. On Aug. 11, without any legal 
authority, a mob that has ranged from 30 
to 200 city, county and township officials 
and their henchmen surrounded Mr. 
Chen’s impoverished farmhouse and has 
since confined him and his wife there 


around the clock. Their family phone has 
been disconnected, their cellphones con- 
fiscated and Mr. Chen’s IBM computer, spe- 
cially adapted for use of the blind, was 
taken away for “temporary safekeeping.” 
His small farmhouse was searched for 
eight hours. No detention or house-arrest 
warrant, no search warrant, no legal fig 
leaf has ever been given to the Chens. 

Nor is anyone allowed to visit—no jour- 
nalist, no lawyer, no friend. Villagers who 
voiced support for the Chens or tried to see 
them have been detained by the police. 
Other would-be visitors have been beaten 
by the police-organized mob, as have the 
Chens when they try to meet guests. 

On one recent occasion, when Mr. Chen 
was beaten so badly that blood gushed 
from his temple, no doctor was permitted 
to come to his home, nor was Mr. Chen al- 
lowed to seek medical treatment. Every 
vehicle driver in the area has been warned 
not to offer transportation to the Chens. 

A “friend” of the family, himself a 
sometime member of the surrounding 
mob, told Mr. Chen’s widowed mother that 
he might be killed if he continued his ac- 
tivities, and the Linyi police informed him 
that they were investigating whether to 
charge him with revealing “intelligence” 
to foreigners, a crime that often carries a 
10-year sentence. Mr. Chen expects to be 
prosecuted after U.S. President George W. 
Bush ends his forthcoming visit to China. 

One moonless night at the end of Au- 
gust, Mr. Chen and his wife, together with 
anephew, tried to elude their captors. After 
a cornfield chase worthy of a Hollywood 
thriller, the two men managed to escape, 
but Mrs. Chen was caught and forced to re- 
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turn home. Travelling on his own, Mr. 
Chen eventually got to Beijing, where he 
again contacted journalists and lawyers. 

But on Sept. 6, over his loud protests 
and resistance, six men who offered no ex- 
planation waylaid him outside his resi- 
dence and forced him into an unmarked 
car. Convinced that they were witnessing 
a kidnapping, bystanders prevented the 
car from leaving and called Beijing police, 
who appeared within minutes. At that 
point some of the “kidnappers” identified 
themselves as officers of the Shandong 
Province Police Department and the car 
was permitted to leave, despite their fail- 
ure to produce a warrant for Mr. Chen’s 
detention, as required by law. 

After the 12-hour drive back to Yinan 
County, Mr. Chen was detained for over a 
. day and unsuccessfully pressured by the 
police, who mobilized not only his father- 
in-law and one of his older brothers to “rea- 
son” with him, but also the deputy mayor 
of Linyi City in charge of public security. 
Mr. Chen was then returned to enforced 
isolation at home, presumably to await the 
outcome of the alleged police investigation 
or the unlikely event of his repentance. 

All efforts to break this curious stale- 
mate have failed. Journalists and lawyers 
who have recently attempted to see Mr. 
Chen have been stymied either in Beijing 
or Linyi. For example, one recent morning, 
young lawyer Jiang Tianyong bought a 
ticket for the night train to Linyi. But he 
received an afternoon phone call from the 
Beijing Judicial Bureau, which regulates 
lawyers, berating him for not reporting his 
plan and telling him, with no apparent au- 
thority, not to make the trip. 
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Shortly after, Mr. Jiang and others en- 
listed the more senior and charismatic 
lawyer Gao Zhisheng to make the trip. But 
before he could go, Mr. Gao, who has chal- 
lenged other illegal government actions, 
had his lawyer’s license suspended for one 
year by the Beijing Judicial Bureau. And at 
least one of the scholarly authors of the Au- 
gust Internet report on the Linyi scandal 
has twice been warned that he will lose his 
teaching post if he pursues the case. In the 
meantime, according to the Taipei Times, 
local authorities, through detention, 
threats and bribery, have been forcing vil- 
lagers to withdraw their lawsuits against 
abusive birth-control officials and police. 

Hopes to free Mr. Chen were aroused 
when the central government’s Population 
and Family Planning Agency, after belat- 
edly conducting its own investigation, con- 
firmed that abuses had been committed in 
the Linyi birth-control campaign and an- 
nounced that some officials had been re- 
moved and that there might be prosecution 
of some offenders. But nothing was said 
about Mr. Chen. 

Why doesn’t Minister of Public Secu- 
rity Zhou Yongkang put an end to this fi- 
asco, which has done so much to damage 
China’s reputation? Is it because the cen- 
tral authorities do not want to encourage 
further resistance to overzealous birth- 
control campaigns? Is it because even Chi- 
na’s feared mrs has limits in dealing with 
its local subordinates, at least in cases that 
do not involve espionage, democratic 
groups, the Falun Gong or other high pri- 
ority areas? Is it because of a desire to 
crush those who reveal unattractive truths 
to the Internet and foreign media? 1 
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Friction on the 
Thai-Malay Fault Line 


by Colum Murphy 





ELATIONS BETWEEN 
Malaysia and Thailand 
have deteriorated so 
rapidly in recent months 
that one political ana- 
lyst in Bangkok likened the countries to 
“two clashing teenagers.” It’s time the two 
took a more mature approach to their bi- 
lateral ties. 

The conflict in Thailand’s restive south 
is spilling over into its neighbor’s territory. 





At stake is not only the successful resolu- 
tion to the conflict in three affected south- 
ern Thai provinces, but the long-term 
security and prosperity of the two coun- 
tries, and even the wider region. 

A first step toward patching up the dif- 
ferences could come later this month when 
Malaysia’s former Prime Minister Maha- 
thir Mohamad is scheduled to meet with 
Thai Prime Minister Thaksin Shinawatra 
in Bangkok. However, it remains unclear 
in what capacity Mr. Mahathir is acting, 
and even whether he is an appropriate me- 


diator in the issue, given that Mr. Maha- 
thir’s previous comments on Thailand and 
its handling of the issue are considered 
highly provocative by many Thais. Cynics 
say the whole meeting is just a feeble at- 
tempt at papering over the cracks in the 
relationship ahead of the sunimit of the 
Association of Southeast Asian Nations 
and the East Asia Summit, both of which 
are scheduled to take place in Kuala Lum- 
pur in December. 

So why are the two sides at logger- 
heads, and how has the situation come to 
this? At issue is the ongoing conflict in the 
three southern provinces of Narathiwat, 
Pattani and Yala. With acombined popula- 
tion of more than 1.5 million—the vast ma- 
jority Muslims—the region has seen a 
resurgence in violent conflict since Janu- 
ary 2004. 

While relations with Malaysia took a 
rapid turn for the worse in August, when 
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131 Thai Muslims fled across the border to 
seek refuge in Malaysia’s Kelantan state, 
the tipping point in the current downturn 
can be traced back to late last year, not long 
after the infamous Tai Bak tragedy, when 
more than 80 Thai Muslim men and boys 
died—many from suffocation—while in po- 
lice custody. 

Shortly after the tragedy, in an inter- 
view with Malaysian media, Mr. Mahathir 
reportedly compared the situation in the 
south of Thailand with Israel’s handling of 
the Palestine issue, and suggested the prov- 
inces might be granted greater autonomy. 
His comments provoked a strong backlash 
of anti-Malaysia sentiment throughout 
Thailand. In Bangkok, a crowd of students 
protested outside the Malaysian Embassy, 
while in the provincial town of Buri Ram, 
it was reported that an angry gathering of 
20,000 burned an effigy of the former Ma- 
laysian leader and called for him to retract 
his statement and cease interfering with 
domestic Thai issues. 

Mr. Thaksin promptly dismissed Mr. 
Mahathir’s comments as “not construc- 
tive.” He added that they “did not affect 
relations with Kuala Lumpur because [Mr. 
Mahathir] was not part of the Malaysian 
government.” 

In 2005, the mud slinging and innuendo 
continued, with Malaysia being regularly 
accused by Thai media and high-ranking 
government and military officials of be- 
ing the source of training, funding and ide- 
ological inspiration for the Muslim 
insurgents in the south. Malaysia has per- 
sistently denied such allegations, a claim 
largely supported by a May 2005 report on 
the southern Thailand conflict by the Inter- 


national Crisis Group that found “to date 
there is no evidence of external involve- 
ment in the bombings and killings that have 
become almost a daily occurrence.” 

As the conflict appears to be spiraling 
out of control, frustration among Thais is 
growing. Few of the measures introduced 
by Mr. Thaksin aimed at bringing peace to 
the south seem to be working. Even the Na- 
tional Reconciliation Commission, which 
he set up to explore possible solutions, has 
already been largely sidelined—despite the 
fact that its official report and recommen- 
dations will not be available until early 
2006. Neither the emergency powers in the 
south, introduced earlier this year and fur- 
ther extended in October, nor Mr. Thak- 
sin’s increasingly strong-armed tactics 
have managed to curb the violence. In the 
past 22 months, more than 1,000 people— 
both Muslim and Buddhist—have been 
killed. 1ce says that “[at] almost every step, 
the government has exacerbated the prob- 
lem.” Under such circumstances, it is 
tempting for the populist Mr. Thaksin to 
search for a scapegoat, preferably an exter- 
nal one such as Malaysia. 

Perhaps the only thing the Thai govern- 
ment has accomplished in the south is to 
spread a cloud of fear, pushing many Mus- 
lim Thais into the arms of the very insur- 
gents Bangkok aims to wipe out. And it is 
because of this fear—or so it is claimed— 
that 131 Thai Muslims fled across the bor- 
der to seek refuge in Malaysia in August. 
This incident further spurred the rapid de- 
terioration in Thai-Malaysian relations. 
The ensuing squabble between Bangkok 
and Kuala Lumpur about the escapees lies 
at the heart of the current stand-off, as 
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When it comes to southern Thailand and northern 


Malaysia, the issue of sovereignty is a tricky one. 





Thailand continues to call on Malaysia to 
repatriate the group, while Kuala Lumpur 
is steadfastly refusing to do so until Thai 
authorities guarantee the human rights and 
safety of the 131 people. 

It is easy to understand why the inci- 
dent has upset Mr. Thaksin so much. Up to 
now, he has insisted that the troubles in 
the south are purely domestic, and as such 
are exclusively for him and his Thai Rak 
Thai party to manage as they see fit. He is 
furious that by entering the fray, Malaysia 
may have—albeit inadvertently—played di- 
rectly in the insurgents’ hands by trans- 
forming their “domestic” issue into an 
international affair. Mr. Thaksin is all too 
aware that by permitting a foreign state 
into the equation—or indeed a regional po- 
litical body such as Asean, or a religious 
one such as the Organization of the Islam- 
ic Conferences—that Thailand’s sover- 
eignty could be curtailed, and with it his 
room to maneuver. 

But it is also easy to see why Malaysia 
has felt compelled to get involved. When it 
comes to southern Thailand and northern 
Malaysia, the issue of sovereignty and bor- 
ders is atricky one. Historically, the region 
has been an anomaly within predominant- 
ly (95%) Buddhist Thailand. The Muslims 
of southern Thailand are ethnic Malays 
and most prefer to speak Malay. Their re- 
gion was once part of an independent sul- 
tanate of Patani which, in 1902, was 
incorporated into Siam (the name by which 
Thailand was known until 1939). This 
move was later formalized by the Anglo- 


Siamese Treaty in 1909 that delineated the 
border between Siam and what was then 
British Malaya. Even today, members of 
extended families often live on different 
sides of the border, which in many places 
is marked only by a narrow river. 

As a result, it could be argued that 
many Muslim Thais consider themselves 
culturally closer to Malaysia than to the 
highly Thai-centric Bangkok government. 
The three provinces rank among the poor- 
est in Thailand, a result, many say, of de- 
cades of neglect and discrimination by the 
central government. These perceived 
grievances have led to armed insurgencies 
in the past. 1cG says the separatists have 
been active in the region since the end of 
the 1960s, and describes the late 1970s and 
early 1980s as “particularly virulent.” By 
the mid-1990s, unrest had all but disap- 
peared, only to re-emerge in January 
2004. 

Despite the efforts of the NRC, and 
analyses by other bodies, it remains un- 
clear exactly what the insurgents want—a 
matter further complicated by the frag- 
mented leadership of the rebels. 1cc has 
identified four main groups, all seeking 
some form of independence for the region. 
And while the nrc report will no doubt 
call for efforts to increase participation of 
Thai Muslims in their own governance, 
and will probably call for greater promo- 
tion of the Malay identity of the region, in- 
dependence or even greater autonomy for 
the southern provinces seems unlikely at 
this point. 
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Not surprisingly then many Malay- 
sians, especially the Muslim ethnic Ma- 
lays, are seriously concerned about 
developments across the border and con- 
sider it only natural that the government 
in Kuala Lumpur should show support for 
what they see as their oppressed Muslim 
cousins in southern Thailand. 

Kinship ties alone don’t explain Malay- 
sia’s decision to wade into the issue even 
further by refusing to send back the 131 es- 
capees, and some analysts suspect that do- 
mestic political factors within Malaysia 
may also be in play. In particular, cynics 
say that rivalry between the ruling United 
Malays National Organization, or UMNO, 
and the Parti Islam Se-Malaysia, or PAS, lie 
behind Malaysia’s interest. Both parties 
are vying for the ethnic Malay vote. And 
since pas is the ruling party in the north- 
ern state of Kelantan, some say that ele- 
ments in the government are keen to push 
the issue of Thai Muslims—perhaps in un- 
official ways such as through the media— 
in order not to lose out to pas. Other 
observers suggest that Malaysia is cham- 
pioning the Thai Muslim cause in order to 
win kudos from the wider Islamic commu- 
nity around the world—Malaysia is cur- 
rently chair of the orc. 

There is little hard evidence to support 
these accusations, and on their own these 
factors fail to explain fully why Kuala 
Lumpur feels compelled to get involved 
with its neighbor’s problem. Malaysia’s ac- 
tions, however, do lend some credence to 
what Thailand has suggested all along— 
namely, that Malaysia’s intentions may be 
less than pure. 

As of early November, there were na- 


scent signs that relations between the two 
were slowly evolving toward a mature ap- 
proach. For one, there seems to be agree- 
ment that using the media to air 
grievances must stop. This will be easier 
said than done, especially for Mr. Thaksin 
who is notorious for his rapid reaction— 
some would say overreaction—to events of 
the day, and his talent for giving reporters 
provocative sound bites on demand. Yet 
while any attempt to curtail this damaging 
behavior is to be welcomed, it still falls 
short of what is really required to put Thai- 
Malaysian relations back on track: greater 
official communication through proper 
diplomatic channels and increased state- 
level dialogue between the two countries. 

The low-key visits of Thai officials to 
Malaysia in October, the dispatch of Depu- 
ty Prime Minister Surakiart Sathirathai to 
attend the funeral of the wife of current 
Malaysian Prime Minister Abdullah 
Badawi in the same month, as well as the 
upcoming November visit of Mr. Mahathir 
to the Thai capital, are no substitutes for 
head-of-state-level meetings. After all, as 
Mr. Thaksin was so quick to point out last 
year, Mr. Mahathir is no longer an official 
representative of the Malaysian govern- 
ment. At best, he can only act as a mediator 
between Bangkok and Kuala Lumpur—and 
even then one wonders how his advice will 
be received by the Thai public, given his 
controversial entanglement in the issue last 
year. (While Mr. Thaksin and Mr. Badawi 
are expected to have a chance to meet on 
sidelines of the Asia-Pacific Economic Co- 
operation, or APEC, forum in Busan, South 
Korea in mid-November, analysts say that 
no substantial discussions about the south, 
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Malaysia and Thailand depend on each other 


in the fight against Islamic terrorism. 





or the state of relations between the 


two countries, are expected.) 
G Thailand and Malaysia back ona 
positive footing is important for 
several reasons. The most immediate con- 
cern is that unless the violence in the south 
is halted and a solution found that is accept- 
able to the majority of Thai Muslims, the 
problem will sooner or later come back in 
an even more deadly form—Islamic terror- 
ism. Muaz Omar, chief executive of the 
Open Dialogue Centre, a Kuala Lumpur- 
based think tank explains: “If you keep 
tightening the grip and you push people to 
the wall, they will retaliate in a big way.” 
Mr. Thaksin, he believes, needs to think of 
the long-term consequences of his actions. 
By creating an atmosphere of fear and 
contempt in the south, Mr. Thaksin is mak- 
ing it easier for Muslims—especially those 
educated in ponoh, or madrassa-like reli- 
gious schools—to be recruited by Islamic 
terrorists. This is clearly not something 
that Thailand or Malaysia wants, and cer- 
tainly not what Thailand’s close ally, the 
U.S., wants either. If this were to happen, 
Bali-like bombings could occur in Thai cit- 
ies and resorts, further fueling radical Is- 
lamists in neighboring Malaysia and 
beyond. “Malaysia needs Thailand’s assis- 
tance, and vice versa, in terms of combat- 


ETTING RELATIONS BETWEEN 


ing terrorism,” says Mr. Muaz, adding that 
the two countries certainly don’t wish to 
see the emergence of crossborder terror- 
ism, as is the case today in Iraq. 

If Thailand is serious about battling 
terror, then it will need to recognize that 
it can only benefit from working closely 
with Malaysian authorities, not only on se- 
curity and intelligence issues but also on 
ways the Bangkok government might fur- 
ther integrate Thai Muslims into partici- 
pation into mainstream Thai society. 

If carried out with skill and patient di- 
plomacy, consultation with Malaysia on 
what is essentially a transborder issue 
should not require Thailand to compro- 
mise its sovereignty. On the contrary, tak- 
ing a pragmatic approach to resolution of 
the conflict should serve to bolster the 
strength of the Thai state over time, as re- 
duced political tensions will allow Mr. 
Thaksin to focus on the critical issue of 
creating prosperity for his people. 

Whether the current rift is due to hu- 
bris, lingering feelings of economic rivalry 
(Malaysia’s per capita GDP at around 
$9,000 is more than 20% greater than 
Thailand’s), or simply inept diplomacy, the 
reality is that the security and future pros- 
perity of Thailand, Malaysia and South- 
east Asia as whole could depend on the 
leaders of both countries taking sincere 
and real actions to develop a mutually ben- 
eficial relationship. ml 
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Finding China’s 
Missing Farmers 


by William MacNamara 





HIS IS THE countryside, 
you know. You can 
throw your trash wher- 
ever you want,” says the 
old woman helpfully. So 
I drop the grapefruit rinds on the floor. 
Grapefruits are the freshest thing in her 
noodle shop, which is otherwise thick 
with dust, stale cigarette smoke and mo- 
torcycle exhaust. Along with oranges, 
grapefruits are a mainstay of the rural 
economy in Wuyang Village, Jiangxi 
Province, and they are given out to strang- 
ers in abundance. 

These fruits have benefited some local 
farmers, like the man who built the town’s 
one guesthouse and installed his elderly 
mother in a noodle shop on the bottom 
floor. He sits beside her and lazily gazes at 
his grimy property. By all accounts this 
should be a banner year for him. Citrus, as 
always, is fetching higher prices than the 
staple crops his neighbors grow. 

Most dramatically, the government has 





abolished agricultural taxes throughout 
most of China in the past year and is even 
paying a small subsidy to farmers. “Before, 
I had to pay taxes on my fields of 100 yuan 
per year, and now I pay nothing and the 
government gives me 20 yuan per year,” he 
says between drags on his cigarette. But he 
doesn’t sound very enthusiastic. “It’s 
helped a little,” he allows. 

Outside in the twilight, farmers are re- 
turning from their rice paddies, which by 
the beginning of November are harvested 
and only require a bit of manure and scyth- 
ing of dry stalks, The hilly countryside and 
its tillers show no sign that a historic 
change has occured here. Yet the recent 
tax reforms overturn 3,000 years of prac- 
tice. Since the beginning of recorded his- 
tory, all Chinese dynasties from the 
primeval Shang to the Communists have 
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relied on often crushing taxes levied on the 
peasantry. 

That state of affairs will officially cease 
in 2006. Already, 27 out of China’s 31 prov- 
inces and municipalities, including Ji- 
angxi, have abolished agricultural taxes, 
with the rest soon to follow. “The agricul- 
tural tax will be exempted throughout the 
country next year,” announced Premier 
Wen Jiabao at the National People’s Con- 
gress in March 2005. Finally, the state me- 
dia proclaimed, farmers can boost their 
incomes and build a decent life. 

However, many farmers here remain 
unimpressed, as a relative decline in the 
prices for their crops in comparison to the 
cost of their daily needs makes life still 
more difficult. Indeed, the tax abolition 
appears to be a belated recognition of a 
new reality—farmers are moving off the 
land so quickly and Chinese agriculture is 
so moribund that such taxes don’t serve 
any useful purpose anymore. 

One of the deeper motives behind tax 
abolition is the Chinese Communist Par- 
ty’s alarm over the widening gap in income 
between the cities and countryside. This 
imbalance is immediately obvious wander- 
ing through a place like Wuyang—despite 
the new highway that runs near it, this is 
still a place where black-toothed men lug 
water from wells to Qing-era houses whose 
collapsed sections are covered by tin roof- 
ing, and where villagers, if they can afford 
a television, watch images of affluent 
Beijing youths falling in love via cell phone 
text messaging. 

The potential of these imbalances to 
breed strife was shown in a bombshell of a 
book released in early 2004, as tax aboli- 


Finding China’s Missing Farmers 27 


tion was starting implementation, The 
book, An Investigation of the Chinese Peas- 
antry, is based on rural research conducted 
during 1998-2001, by which time unrest 
was intensifying across the countryside. It 
details the plight of peasants who were 
paying higher taxes than their entire in- 
comes, who died due to their inability to 
pay medical expenses, and who rallied 
against arbitrary taxes levied on them by 
corrupt officials only to be beaten to death 
for their temerity. 

Agricultural tax abolition is just one of 
many proactive measures that the Commu- 
nist Party has adopted recently to redress 
the kinds of vicious problems portrayed in 
this book and defuse the potential for rural 
rebellion. The government hopes to dem- 
onstrate that marginal enrichment will 


breed contentment. 
T lage is the cradle of the Commu- 
nist Revolution. It was here, in 
the hills of southeastern Jiangxi province, 
that Mao Zedong first put into practice his 
idea for an agrarian revolution by found- 
ing the Jiangxi Soviet in 1931. This proto- 
typical Chinese Communist state, with its 
“red capital” in the town of Ruijin, lasted 
for four years before Chiang Kai-shek 
drove the revolutionaries out and forced 
them to embark on the journey now known 

as the Long March. 

The area was desperately poor back 
then, and it remains so today. True, farm- 
ers are no longer in danger of starving to 
death, and tax collectors can no longer be 
seen confiscating pigs in lieu of cash, as 
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one farmer says used to happen there sev- 
eral years ago. But new phenomena show 
the depth of dissatisfaction. The biggest 
puzzle: Where are all the farmers? 

Plenty of old men, and women of all 
ages, are out working the fields around 
Wuyang at this time of year. But the young 
men are gone. One of the few around is 
Guo Jian’an, a 32-year-old native of Wuy- 
ang, and even he is at home against his 
will, and not farming. Instead, he drives a 
motorcycle taxi. 

Making 300 yuan ($37) per month 
hauling goods and people around the 
neighboring villages, Mr. Guo is distressed 
that his job earns him barely more than 
working the fields. “Do you have any 
friends in the cities?” he asks. He is trying 
to get back to Guangzhou. 

Mr. Guo’s parents could not afford to 
feed him when he was born, so he was sent 
as a baby to his mother’s family in Wuy- 
ang. He worked in the rice paddies there 
until he was a teenager, but from age 18 
until this year he spent most of the year 
working around the metropolis of Guang- 
zhou at a tire factory and a light-bulb fac- 
tory. He was able to earn a minimum of 
500 yuan ($62) a month. 

“Every youngster in Wuyang, 99% of 
them, leaves town at around 16 to 18 years 
old and goes to work in the factories in 
Shantou, Shanghai, Zhejiang,” he says, de- 
scribing humming industrial regions on 
the coast hundreds of kilometers away. Mr. 
Guo is explaining the Chinese migrant 
phenomenon to me in the house of a friend 
who has also “gone off” and opened a res- 
taurant in Shishi, a city on the coast of ad- 
joining Fujian province. Mr. Guo clearly 


envies his friend’s prosperity. 

The house, in a hillside hamlet barely 
accessible even by motorcycle, is unfin- 
ished, its walls bare brick and its floors 
roughly hewn rock, but it is a potent sign of 
a farmer who has made good in the big city 
and returned to his native acreage . Below 
us, dotting the old villages across the val- 
ley, are the shells of other new houses 
whose construction resumes, brick by 
brick, as soon as distant children mail more 
money home to their parents and wives. In 
this way, migrant workers gradually real- 
ize hopes for a permanent homecoming. 

“My big hope is that I’ll be able to make 
enough money by the time my son reaches 
18 so that we can stay here at home togeth- 
er, and do business together, and not have 
to go far away to work. But to find that 
good life, and to build the highest house 
possible, we all have this dream: to go 
‘abroad’ and make the most money.” 

The problem for peasants who want to 
match this formula for success, Mr. Guo 
says, is that “work is now extremely dif- 
ficult to find in the cities. The economy 
has slowed down. I’m stuck here. The only 
place to go now is Shenzhen,” the mother 
of all Chinese boomtowns, “but I don’t 
know anyone there.” Mr. Guo is one of 
many young peasants eating a new kind of 
bitterness—having grown used to a tough 
industrial life that carries possibilities, he 
can hardly return in peace to an even 
tougher agricultural life that spells a dead 
end. 

When China’s leaders announced the 
agricultural tax abolition, they were also 
acknowledging that the fundamentals of 
the Chinese economy have changed. Ac- 
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The abolition of agricultural taxes represents 


an acknowledgment of changes in the economy. 





cording to the government’s own statistics, 
the agricultural tax was contributing only 
1% of state revenues by 2003. The economy 
has outgrown its traditional agricultural 
roots, and state leaders can afford to feel 
generous when relieving a marginalized 
and stagnant sector. 

Meanwhile, the dynamic sectors of the 
economy, especially construction and ex- 
port manufacturing, keep sucking in farm- 
ers, Over the past 25 years, this has created 
one of the greatest internal migration flows 
in Chinese history. Today, an estimated 100 
million “floating” people identify them- 
selves as farmers but spend most of the year 
working at more lucrative city jobs. 

In this changed rural world, farmers in 
Wuyang and nearby villages tend to see tax 
abolition and agricultural subsidies as a 
few drops of water in a glass still more than 


half empty. 
\ j \ | demands the rice farmer in Da- 
bodi Village. I am struggling to 
articulate a long question, but he stops me 
at the first phrase. “There’s no kind of life 
to be had here, just look around you.” It is 
almost dark, and I can barely see the edge 
.of the fields. We have drunk too much 
moonshine sorghum wine during our af- 
ternoon talk, and seemingly sensing that 
he is about to rail too loudly, he quiets 
down and chuckles instead. “Life is a little 
more carefree now, for sure.... 


HAT DO You mean, ‘life here’?” 


Things are 
better than before when we were paying 


the government 100 yuan per year and 
making 300 yuan per year, and when cor- 
rupt officials would come here and say ‘tax 
on your grain yield, tax on your acreage, 
tax on your livestock, tax this, tax that. But 
the land is no way to make a living. Life 
here is bitter. There’s simply no money to 
be had in the country.” 

The farmer, surnamed Liu, has the dis- 
tinction of living next door to the one site 
that puts his 300-person village on the 
map: a hut where Mao passed a couple of 
days in 1929, when the Jiangxi Soviet was 
being formed. The house is now a storage 
shed with a slowly rotting roof. Mr. Liu, 37, 
usually spends only three months of the 
year at home, during harvest time. He 
worked throughout the roaring 1990s, and 
until recently, “all over the country”: in 
Xiamen, cooking at a hotel and doing de- 
molition for the government; in the Pearl 
River Delta cities of Shenzhen and Dong- 
guan, carting rice and lumber; and in Har- 
bin, the capital of northeastern 
Heilongjiang province, selling oranges 
over the Siberian winters. 

“I have friends all over the country, and 
we help each other out with work leads,” 
he says over a hearty meal prepared by his 
wife, who helps him read (Mr. Liu is most- 
ly illiterate) and reins in his smoking and 
drinking. “But I’ve been very unlucky re- 
cently...” He idly shoos away the flies that 
are nibbling on the braised pig ears in front 
of us. “There’s no work to be found right 
now. That’s why I’m at home; ” He is frus- 
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that evening if he heard of a good lead. 

“Most farmers in this village are taking 
in around 300 yuan per month,” he says, 
echoing a figure heard in villages through- 
out the region. Since their gross income 
goes almost entirely for basic costs of farm- 
ing and living, they only clear a net income 
of around 300 to 400 yuan per year, which 
made their old tax rates of about 100 yuan 
per year particularly onerous. 

However, the elimination of these taxes 
“still doesn’t help,” Mr. Liu says, “because 
prices on everything are rising. A jin [equiv- 
alent to one pound] of fish used to cost 
three yuan—now it’s five yuan. Even fruit 
is more expensive.” He can sell 100 jin of 
rice for 80 yuan nowadays, whereas 10 
years ago it would only fetch 40 yuan, but 
this increase still does not cover his costs, 
he says. When I bring up the new farm sub- 
sidy initiative, he scoffs. The subsidies only 
amount to 20 to 30 yuan per year, which is 
hardly effective, he says. 

The most fundamental problem facing 
farmers, explains Mr. Liu, is also a very old 
one: Few have enough land to farm on. The 
average acreage per family in Dabodi Vil- 
lage is about one mu of land. A mu is rough- 
ly equivalent to one-tenth of an acre, or a 
little smaller than an Olympic-size swim- 
ming pool. This might be enough to feed 
and clothe one person depending on the 
crop, Mr. Liu say, but “it’s hardly enough 
for a family of five or six to live on.” 

Despite the bleak picture Mr. Liu paints, 
itis still possible for Chinese farmers to eke 
out an existence off the land, as their fore- 
bears did for millennia under much worse 
conditions than those prevailing today. 
However, their concept of ganhuo—“to 





make a living’—has fundamentally 
changed. Even if young farmers enjoy bet- 
ter lives than their parents, they have had 
two decades of exposure and access to a 
wider world of livelihoods that have inevi- 
tably raised the standard of what is consid- 
ered a life at all. 


N THE NIGHT train to Shishi, Ji- 
angxi peasants are returning to 
the “better life,” which is dismal 
in its own way. Shishi, a nondescript city 
on the Fujian coast, is one of China’s new- 
est boom towns, having risen from the 
marshes in the past 10 years on the basis 
of one industry alone—clothing. It is one 
of the world’s lesser-known major manu- 
facturing centers. Within the city, clothes 
spill from every other storefront, and many 
store signs are in English and Arabic to 
cater to wholesale buyers from abroad. 

Thousands of migrant garment work- 
ers are now unemployed in Shishi, and the 
local opinion is that this is due to the U.S. 
and EU reimposing import quotas on Chi- 
nese textiles. The jobless congregate in a 
dark, dirty lane off 92 Road, the city’s ma- 
jor avenue named after the seminal year 
when Deng Xiaoping jumpstarted eco- 
nomic reforms. 

Most of the men are migrant farmers 
from Jiangxi province, and would have 
their listeners believe that China’s agricul- 
tural economy is doomed. One of them, a 
39-year-old farmer from Yugan County in 
northern Jiangxi, was employed in a wool- 
clothing factory until three weeks ago. He 
has worked in Shishi for 12 years, only re- 
turning home each year for the Spring Fes- 
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tival. “I’m building a house at home,” he 
says, “and there’s still one floor to go.” If 
he can find another job, he will be able to 
finish the house by this time next year and 
return home for good, and he is consider- 
ing boarding a train for Shanghai or Beijing 
to find whatever factory job he can—an un- 
certain prospect that others on laid-off 
lane were discussing as they jerkily smoked 
cigarettes and waited for job-hawking re- 
cruiters to show up with the right offer. 

In his factory, the farmer from Yugan 
County worked 13-hour days sewing clothes 
seven days a week. This earned him 1,200 
to 1,400 yuan ($148 to $173) per month, of 
which he mailed 1,000 yuan home to his 
parents, wife, and young son, who farm one 
mu of land. 

“To leave the land isn’t our ideal,” he 
says. “I’d much rather be in the country. 
Here, you work until you drop asleep, and 
everyone in the city looks down on you, 
and just going out at night you have to 
spend 20 yuan. At home, there’s nothing to 
do at night but chat, read, cook. The coun- 
try has everything—it has mountains, wa- 
ter, your family around you. But the thing 
it doesn’t have is money.... I sincerely wish 
for the best for Jiangxi, and hope that it’s 
able to make good for itself to the point that 
you don’t have to send money home. But in 
Jiangxi, it’s a lifetime of awful poverty...” 

He surprises me by saying that he has 
not heard of the government’s tax aboli- 
tion scheme and its potential to alleviate 
the rural miseries he described. At the 
mention of taxes, however, he launches 
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“The land is no way to make a living. Life here is bitter. 
There’s simply no money to be had in the country.” 


into a diatribe against corrupt officials. He 
is one of many Chinese his age who bit- 
terly deride the government’s supposedly 
reformist policies. A teenager who had 
stopped to listen to the migrant farmer’s 
speech starts teasing the man, saying that 
that he was exaggerating how corrupt lo- 
cal officials are nowadays—“and anyway,” 
the youth says, “[President] Hu Jintao can- 
celled taxes in the countryside last year, 
and it’s a lot better than before.” 

The farmer from Yugan County has a 
particular grievance against the govern- 
ment, however. Last year, local officials 
confiscated a total of 18 mu of land that had 
been farmed by his extended family. “The 
district government said no one was there 
to farm it, so they just took it away! It’s like 
I said—corruption has no end out in the 
countryside.” The relatives who held the 
user rights to the 18 mu had, like him, been 
living “abroad” working in the factories 
for over a decade, and their children were 
doing the same. Except for his parents, no 
one, in fact, was there to work the land. 

One fresh face in Shishi who offers a 
sense of rural opportunities is Huang Lin- 
sheng, a soft-spoken, 23-year-old migrant 
from Yudu, a town in southern Jiangxi. 
Until being laid off the previous week, he 
earned 2,000 to 2,600 yuan per month, and 
has been sending 600 yuan home per 
month. Now he is considering returning 
home permanently, far before his prime 
working years are over. He is homesick and 
tired of his 16-hour days in the factory, and 
anyway he has a clever scheme to make a 
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living off the land. He and his parents are 
investigating how to cultivate ziyacai, a 
medicinal plant that is fetching high prices 
from pharmaceutical companies. 

He is encouraged to return home to 
what he affirms is an “enriched country- 
side.” The agricultural tax abolition, he 
says, is as important a factor in enriching 
the modern countryside as the money sent 
home by migrant workers. His work in the 
Shishi garment factories has allowed him 
and his family to save enough money to ex- 
periment with their ziyacai scheme, and 
on top of that, “my parents are saving 1,000 
yuan per year since the tax relief began.” 

While tax relief partly motivates him 
to return to his roots, Mr. Huang is one of 
several migrant workers who offer in- 
sights into how the government continues 
to tax the peasantry in its “floating” form. 
One way it does so in Shishi, Mr. Huang 
says, is by requiring migrant farmers to 
pay 600 to 700 yuan a year for a “work and 
living permit.” Another way is by fining 
farmers for having more than one child. 

The farmer from Yugan County is an- 
ticipating his wife giving birth again soon: 
“There’s nothing to be done about it—of 
course I’ll pay the fine,” he says. “What 
would I do, not raise a good family because 
of the government?” In some cases the 
fines reach 6,000 yuan, a huge sum but one 
that an increasing number of farmers are 
willing to pay in order to make life’s ulti- 
mate investment. 

The most ingenious method the gov- 
ernment has devised of tapping into the 
new peasantry’s pockets, however, is 
through the tax levied on house construc- 
tion. As more migrant farmers direct their 


incomes toward building the modest 
dream homes they will settle in one day, 
officials are seizing on these most tangible 
symbols of the urban-to-rural cash 
stream—and taxing their construction to 
the tune of 30,000 yuan ($3,700). 
\ j \ j it one of Shishi’s factories, I am 
startled to see that it is not un- 
like a home itself. A migrant worker I meet 
on “laid-off lane” takes me on a motorcycle 
tour all over the city on night, and our last 
stop, at midnight, is the garment factory 
where his sister works. It is not a gargan- 
tuan warehouse somewhere outside town, 
but rather an unassuming building close to 
downtown with the look of a typical apart- 
ment block. On the ground floor, a family 
is glumly eating dinner in a bare room lit 
by one bulb. On the second floor is a dormi- 
tory where two workers sleep to a bed. On 
the third floor, stacks of army camouflage 
cloth are piled to the ceiling. And on the 


fourth floor, we open an unmarked door to 
a bright room filled with seven rows of 


HEN I FINALLY am able to vis- 


workers, none of them past 30, hunched 
over identical sewing machines producing 
identical camouflage puffy jackets. 

My new friend introduces me to his sis- 
ter, who at midnight is in the middle of her 
18-hour work day. The workers joke around 
in Jiangxi accents. As they spin the ma- 
chines hour by each monotonous hour, 
they are winning more and more money to 
buy food, fertilizer, televisions, and houses 
for their families far away. It is these peo- 
ple, not the government, who are ushering 
in the revolution inthe countryside. 
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The Youthful Face of 
Japanese Nationalism 


by Kenta Tanimichi 





MAJORITY OF JAPANESE 
don’t really care that vis- 
its to Yasukuni Shrine 
by their political leaders 
offend China, or indeed 
any other foreign country. At least that is 
what can be gleaned from the results of 
polls, taken after Prime Minister Junich- 
iro Koizumi’s Oct. 17 visit to the controver- 
sial shrine, which show the majority of 





respondents supported the visit. Many 
said their approval stemmed from the be- 
lief that the visit “should not be affected 
by foreign countries.” Never mind that 
China is Japan’s largest trading partner, 
and South Korea it’s third largest; never 
mind that anti-Japanese rallies are raging 
from Busan to Beijing, and from Shenzhen 
to Seoul. 

In particular, more and more Japanese 
are simply fed up with China. In October 
2004, a record 58% of respondents in a 
survey said they felt negatively toward 
China. Perhaps even of greater signifi- 





cance is the pervasiveness of anti-China 
sentiments among young Japanese. Some 
65% of respondents in their 20s do not 
consider China a friendly nation. 

Attitudes toward South Korea are 
more complex. In 2004, Japan embraced, 
at least ostensibly, South Korean popular 
culture, as the so-called kanryu, or “Korea 
boom” of pop music and soap operas 
gripped the Land of the Rising Sun. But by 
early 2005—which had, ironically, been 
named Japan-Korea Friendship Year—the 
old sticking points of territorial disputes 
and contentious text-book issues re- 
emerged to sabotage ties between the two 
neighbors. 

Relations further deteriorated in 
March 2005, when South Korean Presi- 
dent Roh Moo Hyun brought up the issue 
of seeking compensation from his coun- 
try’s former colonial ruler. This came as a 
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complete surprise to Japan. Tokyo be- 
lieved both nations had settled the issue 
long ago—40 years earlier, to be precise— 
but clearly Seoul thought otherwise. 

Six months later, bookstores across Ja- 
pan were busy selling Kenkanryu, or “Detest 
Korea Boom,” a manga comic book by car- 
toonist Sharin Yamano. In the best-selling 
book, Mr. Yamano uses fictional Japanese 
college students as mouthpieces for deliver- 
ing his perspective on the troubled histori- 
cal relations between Japan and Korea: 


[Japan has] apologized [to Korea] doz- 
ens of times. Compensation has been 
paid too.... Japan and Korea are not 
friends because Koreans keep beating 
a dead horse.... While [the Japanese] 
media orchestrates friendship through 
kanryu, underneath the surface, more 
and more Japanese are coming to dis- 
like Korea. The “Korea Boom” that is 
not being reported by the media is the 
“Detest Korea Boom.” 


While the frustrations of young Japa- 
nese toward their Asian neighbors comes 
partly as a reaction to China and South Ko- 
rea’s strenuous anti-Japan backlash, the 
root of the issue, however, concerns the 
structural problems that post-Cold War 
Japan faces. These feelings of angst of Jap- 
anese youth were captured in the 1990s by 
Yoshinori Kobayashi, a popular but con- 
troversial mangaka, or cartoonist, with a 
penchant for revisionism. For Mr. Ko- 
bayashi—and many of his young fans— 
China represented the greatest threat. 
In 1999, he told leading Japanese journal- 
ist Soichiro Tahara: 


In order for Japan to somehow main- 
tain its present wealth, it is a problem 
if China continues to grow. If by any 
chance China modernizes, then it is 
definitely going to be a big problem. 
[China] fundamentally lacks morals. 
[The Chinese] are going to spill pollu- 
tion and they are going to completely 
destroy our natural environment—ev- 
erything. 


It is not hard to see how such thinking 
gained currency among Japan’s increas- 
ingly disgruntled youth. Before the 1990s, 
Japanese college students took life-long 
employment and comfortable, middle- 
class lifestyles for granted. But when the 
bubble economy popped, the young gen- 
eration found, much to its dismay, that the 
good old days had come to an abrupt end. 
Landing a decent job was difficult, and 
keeping one was even more trying—in the 
fall of 1997, for example, no fewer than five 
financial institutions went bankrupt one 
after another in as many weeks. Mean- 
while, China was on the rise. Japanese 
corporations slashed their work force at 
home and built new plants overseas, many 
in China, leading Mr. Kobayashi to ask: 
“Do we want to be China’s slave?” 

And then there were domestic enemies 
with which to contend. Mr. Kobayashi’s 
success as a political advocate rather than 
a cartoonist began when Aum Shinrikyo, 
the religious cult behind the sarin gas at- 
tacks on Tokyo’s subway system in March 
1995, attempted to assassinate him with 
poisonous gas. Mr. Kobayashi’s fame 
soared and he went on to attack politi- 
cians, school textbooks, scholars, media, 
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journalists and diplomats for telling lies, 
lacking pride and committing sin. He crit- 
icized the media for taking too soft a 
stance on minority groups such as the bur- 
akumin, ethnic Koreans and certain reli- 
gious groups, by portraying them as 
victims. Mr. Kobayashi and his angry sup- 
porters launched a war on the politically 
correct, leftists and liberal media, who he 
believed claimed to stand on behalf of the 
socially vulnerable but were in fact para- 
sites of society. 

While not everyone appreciated Mr. 
Kobayashi and other revisionists’ extreme 
arguments, in many ways he successfully 
captured the zeitgeist—the anxiety and 
frustration of the young generation of Jap- 
anese. It is a feeling that persists today, de- 
spite improvements in the Japanese 
economy in recent years. 

Readers interested in monitoring the 
mood of Japan’s youth should pay a visit to 
the bulletin board of “ni-channeru” or 
Channel 2 (http://www.2ch.net/). This 


BBS is by far the largest in Japan, with over - 


seven million monthly visits and growing. 
The site is not for the faint of heart as it is 
replete with hundreds of blunt comments 
against the politically correct views that 
were part of mainstream thinking in post- 
war Japan. What had been considered sa- 
cred like the sengo minshushugi or the 
“postwar democracy” is branded as jig- 
yaku shikan, the “masochistic view on his- 
tory.” This is in essence a tribunal run by 
the Internet generation against those 
deemed to be responsible for the failing so- 


As Japan normalizes, it is not surprising that it will 
appear increasingly nationalistic to the outside world. 






ciety—an ideological rebellion to bring 
down the ancien régime. 

In the 1960s, the baby boomers failed 
to overthrow the society with Marxism 
and Molotov cocktails. In the 21st century, 
their kids rebel against the very society 
the baby boomers now control. Today’s 
rebels see their parents’ generation as hyp- 
ocritical and opportunist. The baby boom- 
ers traded their hippie attire for a suit and 
a tie, smuggled themselves into corporate 
Japan, quickly enjoyed the fruits of eco- 
nomic growth and were intoxicated by the 
heady bubble of the 1980s. Yet they think 
they are ethically superior to the previous 
generations for standing against the Viet- 
nam War, occasionally expressing sympa- 
thy for the people of Asia, and calling for 
an unarmed and neutral state as a way to 
show their attitude of “love and peace.” 

The sentiments that appear in Channel 
2 and other revisionist opinion are actu- 
ally gaining acceptance from a broader 
spectrum of the Japanese public. It is wide- 
ly believed that it is high time the baby 
boomers parted ways with their cherished 
treasures—their leftist views and gurus, 
their sloppy egalitarianism and irrespon- 
sible pacifism—and that Japan becomes a 
“normal country” with a decent sense of 
patriotism. 

As Japan grapples with the challenge 
of normalization—a process that has taken 
on greater speed under Mr. Koizumi—it is 
not surprising that the country will ap- 
pear increasingly nationalistic to the out- 
side world. Yet what is happening is really 
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only a much needed adjustment, neces- 
sary to align Japan to the new realities of 
the post-Cold War world. It is inevitable 
that, along the way, Japan will overshoot, 
or overcompensate for a lack of national- 
ism of the past 60 years. These incidents 
will become fewer and fewer over time. 
The Yasukuni issue is just one example. It 
will have to be settled sooner or later 
through some form of compromise with 
China and other Asian nations. 

Another aspect of growing national- 
ism that will need to be controlled is the 
tendency for young Japanese people—and 
indeed their counterparts in China and 
South Korea—to look to external forces 
outside their countries to blame for their 
woes. They should consider that their real 
enemies are not, in fact, other countries, 
but outmoded ways of thinking that per- 
sist within their own society—namely the 


outdated Cold War thinking that has ruled 
the mainstream society for the past 50 
years. 

In Japan’s case, these are the leftists and 
the self-proclaimed mainstream conserva- 
tives. Although their thinking may have 
played a part in building Japan into a peace- 
ful and prosperous nation, it is time for a 
change. This change can be a positive one 
that enables Japan to regain its confidence 
and become more proactive in regional se- 
curity roles. With constitutional revision 
and related changes of policies, Japan can 
be more active in committing to peacekeep- 
ing operations in troubled states as well as 
assisting other nations to cope with threats 
of terrorism and weapons of mass destruc- 
tion. If growing nationalism among the 
young people of Japan were to lead to such 
developments, then it should be considered 
a welcome force for change. mi 
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China’s Uphill Battle 
For Stronger Banks 


by Victor Shih 





HILE THE ROAD to hell 
is paved with good in- 
tentions, China’s road 
to financial reform is 
paved with political 
ambition and bureaucratic rivalry. A case 
in point is the China Banking Regulatory 
Commission, which is having positive ef- 
fects on financial regulation and the mon- 





itoring of nonperforming-loan ratios. 
Although the csrc continues to struggle 
under the shadow ofits increasingly pow- 
erful elder brother, the People’s Bank of 
China, it now seems that the decision at 
the end of 2002 to create a separate agen- 
cy to monitor China’s banks was crucial- 
ly important because it created a 
bureaucratic voice in favor of constrain- 
ing NPLs in China. 

The formation of the cBRc was based as 
much on political considerations as eco- 
nomic ones. In 2002, researchers at the 
now-abolished Central Finance Work 
Committee and the State Council Develop- 





ment and Research Center called for the 
establishment of an independent agency to 
regulate the banking sector. The main ra- 
tionale was the need for specialized regu- 
lation of an increasingly complex financial 
system that is soon to be enlarged by an 
influx of foreign financial institutions. The 
stock market and the insurance industry 
already had their own watchdog organiza- 
tions by 2002, but the banking sector was 
still overseen by the central bank. 
Although the pgoc had the organiza- 
tional capacity and human capital to fulfill 
this mission, its incentives were not aligned 
with the goals of financial regulation. As 
one of the proponents of an independent 
agency, CFWC researcher Qian Xiaoan, hint- 
ed in an article at that time, financial mon- 
itoring lacked “authoritativeness” and 
“independence,” meaning that financial 
regulation had to struggle for attention 
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among the pBoc’s multiple agendas. 

For much of the reform era, the PBoc’s 
missions included inflation prevention, 
growth maintenance, bailing out illiquid 
financial institutions and finally regulat- 
ing depository institutions. Time and 
again, the last task took a back seat to in- 
flation prevention and growth promotion. 
For example, Premier Zhu Rongji’s growth 
maintenance and “Go West” programs 
forced banks to lend hundreds of billions 
to state-sponsored construction projects 
with questionable repayment prospects. 

By contrast, an independent regulatory 
agency could single-mindedly carry out 
regulatory functions and—perhaps more 
importantly—lobby the central leadership 
on the importance of regulating financial 
institutions. With a clear mission, this 
agency would also defend banks’ rights to 
resist political pressure to provide loans 
and lobby on their behalf in the central 
government. In some ways, the most im- 
portant contribution of an independent 
ministerial-level financial regulator is the 
creation of a powerful political lobby for 
financial prudence. 

As would be expected, the pBoc strong- 
ly resisted the proposal to be split into two 
parts. The central bank cleverly shifted 
the debate to a wide range of alternative 
proposals in the other direction, ranging 
from the consolidation of all financial reg- 
ulation under the pBoc to the establish- 
ment of an independent regulatory agency 
under the leadership of the pBoc. For a 
time, the pBoc succeeded in persuading 
outgoing Premier Zhu to delay regulatory 
reform and to settle on internal regulatory 
changes within the PBOC. 
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After Mr. Zhu stepped down from the 
Politburo Standing Committee in Septem- 
ber 2002, however, his successor Wen Jia- 
bao reversed course and indicated strong 
support for splitting up the pgoc, partly 
because his long-time protégé Yan Hai- 
wang had served in the crwc. The forma- 
tion of the cBRc would give Mr. Yan and 
other crwc officials a stronger institution- 
al powerbase and more wide-ranging reg- 
ulatory power. 

The new governor of the psoc, Zhou 
Xiaochuan, was also known as a favorite of 
the previous administration. Therefore, 
the new administration might have also fa- 
vored the weakening of Mr. Zhou’s agency 
to strengthen its own position in the cen- 
tral government. After becoming de facto 
premier in September 2002, Mr. Wen im- 
mediately instructed Mr. Yan to convene a 
team of experts from various agencies to 
draft a concrete proposal on the new regu- 
latory agency. To prevent the pBoc from 
delaying the drafting process, Mr. Wen ex- 
cluded pgoc officials from the team. 

Although the birth of the carc was col- 
ored by bureaucratic politics and quite 
possibly elite politics, the cBrc has taken 
amuch more hard-line stance with respect 
to lowering banks’ NPL ratios. The newly 
appointed head of the cgrc, Liu Mingkang, 
had a reputation of being a strong propo- 
nent of banking commercialization. 

Perhaps more importantly, the new 
agency no longer had a mixed mission. Its 
mission was clear: lower the NPL ratios of 
Chinese banks. If Mr. Liu failed to do so, 
his career would suffer. This kind of trans- 
parent assignment of responsibility has 
been the key to the ccp’s ability to achieve 
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momentous outcomes in the past, and it 
once again served the regime. 

In classic central-planning fashion, the 
first thing that Mr. Liu did as the head of 
the cBRc was to impose a hard NPL reduc- 
tion target on the Big Four banks, in addi- 
tion to liquidity and capital adequacy 
targets on all banks. Although these tar- 
gets were imposed via administrative de- 
crees, they did have the effect of changing 
bankers’ incentives. 

The cBrc’s power to approve the ap- 
pointment ofbank presidents and vice pres- 
idents lent weight to these targets. In June 
2003, the csrc further launched a sweep- 
ing inspection of the branches of Big Four 
banks. Most noticeably, this inspection 
aimed to force banks to use the new five- 
tier loan classification system instead of the 
old four-tier system. This was something 
that the pBoc had tried to accomplish for 
years to little avail, but the cBrc finally 
managed to compel branch banks to imple- 
ment the new system. Moreover, for the 
first time, the caRc promised to announce 
the NPL ratio of the banking system on a 
regular basis. Previously, outside observers 
had to hang on to Dai Xianglong’s every 
word to get a guesstimate of the NPL ratio. 

Because the cBRC had no capacity to 
bail out financial institutions, its call to 
shut down illiquid city commercial banks 
also rang more credibly. Before the CBRC, 
illiquid city commercial banks lobbied the 
PBOC for bailout funds in exchange for 
some policy compromise in reducing NPL 
ratios. They would not be able to do this 
with the CBRC. 

Nearly three years after the agency’s 
creation, the NPL ratio in China has 


dropped to just above 10% from more than 


25%. Although the lowering of the NPL ra- 


tio is due primarily to recapitalization 
from the foreign-exchange reserves and 
the off-loading of NPLs to the asset man- 
agement companies, the fact that NPL cre- 
ation did not speed up to a significant 
degree in the midst of an investment boom 
probably had something to do with the 
CBRC’s vigilance. 

Whereas the pgoc had been ambivalent 
about banks bending to local political pres- 
sure to lend, the cprc unambiguously 
chastised local politicians for intervening 
in bank decisions. From cprc head Mr. Liu 
down to the local cprc chiefs, if the NPL 
ratio rises, their jobs will be jeopardized. 
It was no surprise that Mr. Wen used the 
CBRC, rather than the pBoc or the NDRC, as 
the lead agency in charge of lending re- 
strictions at the height of the recent in- 
vestment boom in 2004. 

Despite a focused mission and im- 
proved incentives to regulate banks, the 
cBrc’s regulatory capacity suffers from 
both internal problems and external inter- 
vention. Internally, the hard targets im- 
posed by Mr. Liu on banks and on CBRC 
branches forced many bankers and local 
CBRC officials to submit false NPL figures 
to the headquarters. This is a perennial 
problem of the command economy, and 
the cBrc is no exception. Externally, al- 
though the csrc in theory takes the helm 
in banking regulation, in reality it con- 
tends with a host of agencies for regula- 
tory supremacy in the banking sector. 

For example, although the carc has the 
data and expertise with which to uncover 
financial fraud and corruption, many cas- 
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es of fraud are uncovered by audits con- 
ducted by the local or national auditing of- 
fice. The uncovering of these cases is 
embarrassing to the cBRc because it calls 
into question the agency’s ability to effec- 
tively monitor banks. 

In addition, because senior bankers are 
party officials with vice-ministerial rank, 
the Central Disciplinary and Inspection 
Committee (cpIc), the party’s anticorrup- 
tion watchdog, often takes control over 
cases involving senior bankers. The most 
high-profile examples were those of Wang 
Xuebing and Zhang Enzhao, both former 
presidents of China Construction Bank. 

The cgrc’s regulatory authority is fur- 
ther diluted by the existence of disciplinary 
committees and supervision committees in 
all major financial institutions. Because 
these institutions are either wholly or par- 
tially state-owned, they have Communist 
Party committees with propaganda, orga- 
nization, and discipline and inspection sub- 
committees. In addition to reporting to the 
party secretary of the institution, who of- 
ten serves concurrently as the chairman of 
the board, the discipline and inspection 
committee reports to the Party Dic at a 
higher level and ultimately to the cnic. Due 
to the traditional weakness of the courts in 
China, many important tip-offs and allega- 
tions continue to flow through the cpIc net- 


` 


work rather than through the judiciary 
` system or through the cBRc. Because of the 
existence of a wide array of monitoring in- 
stitutions, the cBRc merely controls the 
most technical and in some ways least im- 
portant aspects of financial supervision. 
To make matters worse for the CBRC, 
the ppoc under Zhou Xiaochuan by no 
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means gave up the fight to regain regula- 
tory power from the CBRC. After taking the 
helm at the central bank, Mr. Zhou suc- 
cessfully argued that money laundering 
and counterfeiting are monetary phenom- 
ena that should fall under pBoc supervi- 
sion. This is significant because the 
antimoney-laundering portfolio affords 
the pBoc and the State Administration of 
Foreign Exchange great latitude with 
which to examine the books in all financial 
institutions, not just in banks. In addition, 
because the PrBoc is charged with “overall 
financial stability,” it still continues to au- 
dit and collect data from many financial 
institutions. 

Finally, the carc’s regulatory power 
has been threatened by the pBoc’s asser- 
tion of its role as “investor” in an increas- 
ing number of financial institutions 
through the Central Huijin Company. By 
serving as an investor, the Huijin board of 
directors—dominated by pBoc officials— 
has a large say in the appointment of senior 
bankers, and Huijin has exercised that 
power a few times since its formation. 

Thus the prospects for a truly indepen- 
dent financial regulator in China remain 
dim. The Party is unlikely to relinquish its 
hold on vital financial and regulatory insti- 
tutions. And the central leadership repeat- 
edly has found ways to bail out China’s 
ailing financial sector instead of fixing it. 
The problem with easy fixes is that they 
give agencies with access to ample funding, 
including the pBoc, MOF and NDRC, more 
power over cash-deprived regulatory bod- 
ies, Despite its well-aligned incentive struc- 
ture, the carc faces an uphill battle to 
create a more robust financial system. 1i 
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Four Men Who 
Changed Indonesia 


by Hal Hill 





HE PAST EIGHT years 
have arguably been the 
most challenging in In- 
donesia’s 60 years as an 
independent nation 
state. After the economy contracted by al- 
most 14% after the 1998 financial crisis, 
recovery has been slow, shaky and unpre- 
dictable. At times, the country could have 
degenerated into a “failed state,” with 
dreadful implications for its people and 
the neighboring region. 

But it appears that the worst is over. In 
three nationwide elections last year, al- 
most 150 million people cast their votes 
without verified allegations of malpractice 
on any scale. The economy is now recover- 
ing strongly, though it remains vulnerable. 
The new rules of the game in business and 
politics are gradually becoming clearer. 

Why and how this recovery has been 
achieved will be the subject of some bud- 
ding author’s yet-to-be-written opus, But 
critically important have been the role of 





informal coalitions of broadly like-minded 
individuals engaged in major public-policy 
battles in a newly-emerging and volatile 
political arena. These individuals have had 
particularly important impacts in four key 
areas: the importance of “economic ortho- 
doxy” in cleaning up the mess left by the 
crisis and in restarting economic growth; 
quickly regaining macroeconomic stabil- 
ity in the wake of the crisis; keeping open 
the intellectual and policy connections to 
the global community; and reminding a 
younger generation of academics of the 
importance of analytical rigor and public- 
policy responsibilities in their research. 
In the grand scheme of things, academ- 
ics typically resort to their favorite theory 
to explain how countries respond to major 
crises. Individuals are accorded a minor 
role in these explanations, since theory 
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has always had difficulty accommodating 
them. And when they do enter the story, 
they are typically durable center-stage ac- 
tors: the Maos, Hitlers, Thatchers, togeth- 
er with presidents, leaders of major 
corporations and members of dominant 
wealthy families. While understandable, 
this tends to understate the key role of 
opinion leaders with an opportunity to 
shape policy decisively. 

To understand Indonesia’s recent eco- 
nomic history, one has to look beyond the 
presidential palace and the major board- 
rooms to a broader set of actors who have 
been influential in shaping social and po- 
litical currents. For Indonesia lurched sud- 
denly from a carefully managed to a 
chaotic polity where anybody and every- 
body could have their say. Development 
policy is now no longer about “low poli- 


tics” or lobbying the president and senior | 


cabinet members behind closed doors. 
Rather it has become an open, transparent 
process featuring sometimes raucous and 
even vindictive public debates. 

In this rapidly evolving and highly dis- 
persed marketplace of ideas, ranging from 
the sophisticated to the wacky, the ability 
to argue and persuade has become critical- 
ly important. To understand the transition 
process, one therefore needs to view it both 
at the macro level and up close. A helpful 
entrée to the latter is to examine the role of 
key individuals over this period, and how 
they operated during this period. 

Inevitably the choice is arbitrary, but at 
least four “opinion peddlers” stand out. 
Perhaps inevitably also, all four are highly 
unusual. Two are past cabinet members. 
All four received doctorates and advanced 
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training in the U.S. The first language for 
two of them is Dutch. Two also belong to 
Indonesia’s tiny ethnic Chinese commu- 
nity, which accounts for about 2% of the 
population and has often been excluded 
from government. 

But the common elements are just as im- 
portant. They are all people of impeccable 
personal integrity. They are passionate 
about social justice and poverty alleviation. 
Philosophically, they are all what may be 
termed “liberal internationalists” in their 
belief in open societies and economies. But 
they are also deeply nationalist in the sense 
of caring about their country and its prog- 
ress. During the crisis, all four could easily 
have left the country for greener pastures. 
But they remained at home, to fight on, ei- 
ther in government or as active proselytiz- 
ers in the public domain. 

Moh Sadli is emeritus professor at the 
University of Indonesia. Now well into his 
80s, he was a cabinet minister under Su- 
harto for 10 years and a core member of 
the so-called “Berkeley Mafia,” led by the 
redoubtable Widjojo Nitisastro the grand 
old man of the Indonesian economics pro- 
fession. Mr. Sadli has been the tireless 
public campaigner for sensible economic 
policy. His biweekly (and bilingual) opin- 
ion pieces in his Internet newsletter, in the 
quality Jakarta press and in his Business 
News outlet have arguably been the single 
most widely-read and influential econom- 
ic commentary throughout this period. 

Three key elements have always been 
present in these commentaries. First, the 
importance of sound “first principles” in 
economic policy, whether it be macroeco- 
nomics, trade and industry policy or social 
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issues. The second has been keeping a 
watchful eye on the public-policy debates, 
the complex, fluid political economy equa- 
tions, and how they are likely to impinge 
on outcomes. And third, in debates which 
have often been parochial and sometimes 
conspiratorial, Mr. Sadli has always been 
quick to remind his readership of the inter- 
national dimensions, ranging from the les- 
sons of other countries in transition from 
crises to the latest writings in development 
economics. Mr. Sadli has also straddled 
business and academe with ease, more ef- 
fectively than anybody else in Indonesia. 
As the architect of Indonesia’s liberal for- 
eign-investment policies in 1967 and from 
his tenure as minister for mining in the 
1970s, he retains close connections with 
the international business community, and 
has played a major role in educating them 
about Indonesian political economy. 
Boediono, a professor of economics at 
Gadjah Mada University who has held sev- 
eral senior government positions, was min- 
ister of finance for three years, mainly 
during the Megawati administration. Prob- 
ably more than any other person, he was 
responsible for the restoration of macro- 
economic stability. Public debt began to 
rise alarmingly following the economic 
crisis, mainly owing to the liquidity credits 
issued to stave off bank failures. When he 
stepped down from the Finance Ministry, 
the budget deficit was just 1.5% of GDP, an 
achievement which would have appeared 
impossibly ambitious in the late 1990s. 
The record is all the more noteworthy 
for it was achieved in difficult circum- 
stances. The cabinet possessed limited eco- 
nomics expertise and sympathy for 
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orthodox economic policies. Foreign inves- 
tors were deserting the country. The pres- 
ident rarely went public to argue the case 
for economic reform. A newly assertive 
parliament was eager to spend on favorite 
projects, while the political environment 
was quite hostile to “mF” notions of fiscal 
prudence. Mr. Boediono’s contribution to 
the restoration of macroeconomic stability 
has sometimes been compared to the early 
years of President Suharto, when the tech- 
nocrats quickly brought the Sukarno-era 
hyperinflation under control. 

Yet in some respects his task was per- 
haps more difficult. The “Berkeley Mafia” 
were cohesive and more numerous in the 
cabinet, they had direct access to and strong 
support from President Suharto, and they 
enjoyed a close working relationship with 
foreign donors and multilateral organiza- 
tions. By contrast, Mr. Boediono not only 
had to bring the cabinet on-side but he also 
had to persuade parliament of the merits of 
his package. Indeed, it was not uncommon 
for him to spend half his time educating, 
persuading and cajoling representatives. 

Hadi Soesastro has for many years 
been executive director of Indonesia’s 
most influential internationally-oriented 
think tank, the Jakarta-based Center for 
Strategic and International Studies. Estab- 
lished in the early 1970s, csts has arguably 
functioned as the most important prism 
through which foreign intellectuals view 
Indonesia. The Center has had a some- 
times controversial past, owing especially 
to the identities and histories of its early 
founders and leaders. It periodically comes 
under attack for its political and business 
ties, with an undercurrent of hostility to- 
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ward its alleged “Catholic Chinese” iden- 
tity. At the peak of the economic crisis in 
late 1997 it was the object of nasty, politi- 
cally inspired demonstrations, and occa- 
sionally such sentiments reappear. 

But this is a side show compared to its 
remarkable achievements in projecting 
Indonesia to the world. The center runs 
more quality international conferences in 
Indonesia than anybody else. Foreign 
scholars and graduate students gravitate 
to its hospitality, and to its lively, cosmo- 
politan, intellectual atmosphere. It has an 
unparalleled network of international 
contacts, especially but not only in the 
Asia-Pacific region, where it is arguably 
the best institution of its kind. For over a 
quarter of a century, it has also published 
Indonesia’s best English-language current 
affairs journal, the Indonesia Quarterly. 
CSis is a team effort, with a number of 
stars (a former director, Mari Pangestu, is 
now Indonesia’s trade minister) and ex- 
tremely able management. But over these 
eight years, it is difficult to think of amore 
inspiring and able leader of a think tank 
than Mr. Soesastro. 

Thee Kian Wie is widely regarded as 
Indonesia’s most eminent and prominent 
academic in the social sciences, for which 
he was recognized with the nation’s high- 
est award in 2002. From his tiny office in 
the Indonesian Institute of Sciences, over 
the past 35 years he has authored or edited 
almost 20 books and 70 papers on an amaz- 
ing variety of subjects: economic history, 
his primary research field, together with 
industrialization, foreign investment, 
small-scale industry and poverty, to name 
just a few. 


He too has been a prolific and passion- 
ate public commentator on a wide range of 
issues. In “retirement,” he edits Indone- 
sia’s premier economics journal, Econom- 
ics and Finance in Indonesia. The country’s 
research community and its leading uni- 
versities remain sadly neglected, and are 
in danger of falling behind their East Asian 
counterparts, owing to chronic under- 
funding and an environment which places 
little value on sustained scholarship. 

Mr. Thee is the role model to whom the 
serious younger generation of academics 
looks for inspiration on how to maintain 
academic integrity in a challenging envi- 
ronment, and how to preserve life-long en- 
thusiasm for intellectual enquiry. With his 
unparalleled international scholarly net- 
work, he has shown the next generation 
how to build bridges connecting to the 
global research community. 

The past few years have been a volatile 
chapter in Indonesia’s history. There has 
not been an “Olsonian” sweeping away of 
corrupted structures and vested interests. 
Rather, Indonesia is a work in progress, 
with impressive incremental achieve- 
ments. Inevitably, this is a very partial pic- 
ture of the transition. Since observers view 
the country through different prisms, it is 
therefore easy enough to quibble with this 
selection of individuals, which after all in- 
cludes no politicians, no business people, 
and no women. But it does captures a key 
dimension of the forces at work in con- 
structing a new, democratic Indonesia, 
and of how four individuals have worked 
effectively, in an unconnected fashion but 
with a broadly similar and coherent re- 
form agenda. E 


44 FAR EASTERN ECONOMIC REVIEW «a November 2005 








œ~ HONG KONG ~= 





Hong Kong Preps 
For the WTO Circus 


by Douglas Crets 
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N OcT. 16, the Univer- 
sity of Hong Kong de- 
generated into a 
miniature version of 
Cancun, Mexico in 2003. 
Secretary for Commerce, Industry and 
Technology John Tsang and World Trade 
Organization Director General Pascal 
Lamy were supposed to emerge from a 
roundtable forum hosted by the wro and 
the Hong Kong Trade and Industry De- 
partment to stand in front of the press. Mr. 
Tsang was to accept a petition from mem- 
bers of the Hong Kong People’s Alliance, 
an umbrella group organizing the arrival 
of 10,000 international NGO representa- 
tives to protest the wro talks here in De- 
cember. But when two separate groups of 
activists started shouting different mes- 





sages in different places, the event broke 
down into chaos. 

Since this meeting was designed to pre- 
pare the way for a smooth wTo Ministerial 
Conference in December, it was hardly an 


auspicious sign. Local NGo groups acted in 
bad faith by shouting down the very people 
they had been hounding for the last year to 
set up a meeting. Now it’s clear that the au- 
thorities had good reason to be reluctant. 
But Mabel Au, a spokeswoman for the Al- 
liance, looked unfazed and slightly disin- 
terested, even as a man with a bullhorn 
shouted, “Down with wto!” Did she think 
the Neos acted in bad faith? She shrugged. 
She didn’t think so. 

The problems began when a crowd of 
about 100 Filipino and Indonesian migrant 
workers in the lobby came in frustrated af- 
ter spending almost 45 minutes outside of 
the venue waiting for Messrs. Tsang and 
Lamy. Their leader, Buddy De La Cruz, 
represents what Hong Kong police and se- 
curity officials are preparing for during 
the 6th Ministerial Conference from Dec. 
13-18. “The wTo is a circus,” he says. “We 
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see this kind of process as part of what is 
happening inside.” He plans to sail hun- 
dreds of protesting fisher-folk into Victo- 
ria Harbor in early December. l 

To be fair, Hong Kong’s Mr. Tsang, who 
will chair the wro negotiations as host, 
also lacked tact. He stormed out of the as- 
sembly and didn’t hang around to accept 
the petition that Mr. Lamy ended up tak- 
ing in his stead. However, Mr. Tsang ar- 
gues that it was impossible to take the 
petition with so many people harassing 
him. All in all, the miscommunication of- 
fers a prelude to December. 

To prepare for possible violence, offi- 
cials are setting aside public spaces for the 
protesters. One, the Wan Chai Sports 
Ground, a track and field complex near the 
Hong Kong Convention and Exhibition 
Center, could house a few thousand peo- 
ple. It’s going to be a strange carnival of 
men and women in gas masks, Filipino 
children singing about the loss of fishing 
rights to the wro and giant puppets made 
of paper maché. Do Hong Kong authorities 
know how to cope? 

The early signs aren’t encouraging. The 
security arrangements are an inexplicable 
mix of strict rules and laxity, a combina- 
tion that could cause dangerous confusion. 
In a Legislative Council panel meeting in 
October, Janet Wong, head of the wro 6th 
Ministerial Conference Co-ordination Of- 
fice, told legislators that protesters could 
only stand on the grassy portion of the are- 
na and not on the track, citing courtesy to 
athletes who need to use it next year. Of 
ficials also said that protesters couldn’t be 
allowed to mill around the convention 
center, citing safety concerns. 
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Contradictorily, in order to facilitate 
traffic flow most of the overhead walkways 
pedestrians use for shopping and going to 
work will remain open. And so will most 
roads in Wan Chai, where the exhibition 
center is located. Even Hung Hing Road, a 
thoroughfare that passes by the Wan Chai 
Sports Ground, will remain open. 

Cyd Ho, chair of the Hong Kong Hu- 
mans Rights Monitor, said the body held a 
meeting with the Security Bureau in late 
October and requested two things: public- 
address systems that communicate in a va- 
riety of languages and large signs that 
convey how the police expect protesters to 
behave. “I hope they seriously will go in 
that direction, because most of the unrest 
originates from miscommunication,” Ms. 
Ho said. The least bit of confusion is known 
to cause riots. And since nobody knows 
what the police will consider to be an un- 
manageable demonstration, it is better to 
be safe than sorry. 

After considering factors that have 
never been disclosed, the Commissioner of 
Police Dick Lee can shut down any protest, 
anywhere on Hong Kong Island. Trans- 
gressors face five years in prison. The Cor- 
rectional Services Department will 
provide translation services in Korean, 
French, Spanish and English. They expect 
round-the-clock processing of detainees. 

Long'before Mr. Lamy came to Hong 
Kong to talk to the groups that are arrayed 
against the wto, I had a lunch in Mong 
Kok with Ms. Au, the Alliance spokes- 
woman, At the time, police seemed to be 
dragging their feet in giving out demon- 
stration permits and offering answers on 
logistics for potential marches and public 
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forums. We talked about suicide and the 
purported links between her group and 
the Korean Peasant Farmers League, 
which will be sending about 1,000 farmers 
to Hong Kong. During the 5th Ministerial 
Conference in Cancun in 2003, Korean 
farmer Kyung Hae Lee stabbed himself 
with a knife in protest against the lifting 
of rice subsidies in Korea. 

“This was never part of their action,” 
said Ms. Au. “Everyone was surprised.” 
Ms. Au and her organization’s director, 
Elizabeth Tang, who also heads the Hong 
Kong Confederation of Trade Unions, a 
pro-democracy union organization that 
has been very vocal on the universal suf- 
frage issue, accuse the government of ste- 
reotyping NGO groups. 

To fight back, the Asian Migrants Co- 
ordinating Body is staging “teach-ins” at 
the Star Ferry Terminals, or wherever mi- 
grant workers can muster during their 
workweek. The city’s domestic helpers will 
gather for a Mardi Gras style parade on 
Nov. 23, during which they will make calls 
for better wages and then hand a petition 
to Chief Executive Donald Tsang. They say 
that if anything violent happens in Hong 
Kong, it will be because a dozen anarchists 
came here to kick in bank windows. It 
won't be 1,000 Korean farmers deciding on 
mass immolation. 

Some fear that Hong Kong youth will 
turn violent when they see foreign pro- 
testers smashing in store windows. But it’s 
unlikely that locals will be drawn in by 
hatred for globalization. Globalization, af- 


It’s unlikely that locals will be drawn into violent 
protests. Globalization is what made Hong Kong. 






ter all, is what made this place. 

Edward Chen, president of the Lingnan 
University, hosted a forum on the wTo in 
late October. Sponsored by the Kong Kong 
Committee for Pacific Economic Coopera- 
tion, a government-funded apsc drive to 
promote regional free trade, it attracted 
about 100 students. “What I want to do is 
really promote this concept of economic 
cooperation. There’s a lack of awareness, 
and a golden opportunity is the mc6,” Mr. 
Chen said. “We want to make students 
more conscious of multilateralism.” 

Apo Leung, spokesman for the Asia 
Monitor Resource Center, claims that ev- 
erything is well prepared for a peaceful 
and vocal wTo protest. “You will have 
speak-out corners when the victims [of 
globalization] will voice out their con- 
cerns. You will have people wearing cos- 
tumes, singing and [holding] street 
theatre,” he said. “It is the policemen that 
are armed to the teeth and the protesters 
don’t have a single stone in their hands.” 

Ms. Tang thinks that the wTo protests 
will give local people cause to strive for 
social justice. “I believe we live in a very 
peaceful city today, and alot of people who 
have contributed don’t get mentioned,” she 
said. Perhaps. But they could just as easily 
turn Hong Kong people against the anti- 
globalization brigade. The arrival of un- 
ruly foreign protesters could be a wake-up 
call to a city which, despite its origins as a 
free trade entrepot, still has much to learn 
about the implications and benefits of free 
trade. m 
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China’s Contested 
Ethnic Borders 


by Sara Davis 





HIS MONTH, THE Unit- 
ed Nations special rap- 
porteur on torture 
makes his first official 
visit to Tibet, on a mis- 
_ sion aimed at documenting the truth, or 
“otherwise, of persistent reports of torture 
of Tibetan prisoners. As in Tibet, in the 
wake of the devastation wrought during 
China’s Cultural Revolution (1966-76), a 
second generation of ethnic activists all 
along China’s borders has begun to quietly 
pick up the pieces, finding their old relics 
and putting together fragments of tradi- 
tions that were hidden in the villages. But 
since Tibetans’ efforts to excavate their 
past and shape their future is linked to in- 
dependence movements, they have re- 
ceived much harsher treatment than other 
ethnic groups—including some that are 





similarly reviving crossborder Buddhism. 

Atraveler on China’s southwest borders 
in areas near Tibet is flooded with images 
of happy, singing and dancing primitives— 


the official view of ethnic identity sanc- 


tioned by the. state and marketed to 


domestic and international tourists. But 
not all of China’s ethnic peoples recognize 
themselves in these primitivized, infan- 
tilized and often exoticized images. Chi- 
na’s radically different policies toward 
ethnic monks reviving their religious insti- 
tutions in Yunnan and Tibet have created 
two different worlds living side by side, 
only a few hundred miles apart. While Ti- 
betan monks and nuns have been jailed, 
tortured, and sometimes executed for their 
ethnic and religious activism, a smaller 
group of ethnic Tai Lue Buddhist monks in 
the neighboring province of Yunnan are 
given significantly greater freedoms to do 
more or less the same things. 

Both Tibet and the region known as Sip- 
songpanna (in Chinese, Xishuangbanna) 


ew Ms. Davis is a free-lance writer based in New 
York and the author of Song and Silence: Ethnic 
Revival on China’s Southwest Borders (Colum- 
bia University Press, 2005). 
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were formerly independent or semi-inde- 
pendent states in which the majority groups 
were Buddhist. Both groups are repeatedly 
told by government officials, including 
some of their own ethnicity, that indige- 
nous religious traditions are “backward,” 
and that to attain modernization requires 
cutting off ties with the past and assimilat- 
ing to secularized mainstream China. 

But the similar rhetoric does not lead 
to similar policies. While Tibetan monks 
who wish to study in temples outside of 
China are strictly forbidden to do so, teen- 
age Tai Lue monks go to Thai temples each 
year with official Chinese visas and gov- 
ernment approval. While Tibetans who 
have contacts with external Buddhist or- 
ganizations are denounced as puppets ofa 
“Dalai Lama clique,” Tai Lues regularly in- 
vite prominent senior Buddhist monks 
from Burma, where they are honored by 
thousands of Tai Lue pilgrims. 

In the past 20 years, Tai Lues have ex- 
cavated, revived and reinvented their cen- 
turies-old Buddhist institutions. They 
have rebuilt and renovated 550 Buddhist 
temples in Sipsongpanna villages, and or- 
dained thousands of boys as novices and 
monks. The novices, boys as young as nine 
or 10 years old, study the formerly banned 
classical Tai Lue script and scriptures in 
temple classrooms. The senior monks who 
are their teachers print Buddhist sutras 
and textbooks out on Macintosh comput- 
ers owned by the temples, using a Tai Lue 
font developed in Thailand. 

What is more, in the late 1990s these 
same monks found a way to make the old 
written language and ethnic identity “cool” 

to teenage Tai Lues. As monks in Southeast 


Asia often do, the Sipsongpanna monks 
held pop concerts in which rock stars from 
Sipsongpanna, Burma, Laos and Thailand 
were pressed by chanting, happy crowds to 
“sing in Tai.” Some of the Tai Lue pop songs 
advocated for language use and environ- 
mental protection—rapid overdevelopment 
in Sipsongpanna has led to the wholesale 
destruction of the rainforests. 

Most of this activity would be unthink- 
able in Tibet, where an ambitious grass- 
roots program that aimed to rebuild 
Tibetan Buddhist institutions led to a bru- 
tal crackdown and the imprisonment of 
hundreds of monks and nuns in the mid- 
1990s. Tibetan young people are forbidden 
to enter Buddhist temple grounds or to 
own religious objects. According to work 
forthcoming by Columbia University’s 
Robbie Barnett, monks and nuns are not 
even allowed onto university grounds. 

Tai Lues have not accomplished their 
ethnic revival without friction. The abbot 
of their main temple, Khruba Zhaum, said 
to me once in passing, “Every time the gov- 
ernment looks at me, they think of Tibet. 
But Tibet is not the same.” Clearly, I have 
yet to hear of any political prisoners in Sip- 
songpanna. There are three key reasons 
why Tai Lues have a different experience 
than their Tibetan Buddhist brethren: first, 
because of the flexibility offered by their 
crossborder connections; second, because 
Tai Lues have never demanded indepen- 
dence and have regularly ceded political 
ground when pushed to do so by the state; 
and third, because given persistent inter- 


‘national criticism, China needs at least a 


few groups to hold up as an example of suc- 
cess in managing ethnic religion. 
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There are only one million Tai Lues in 
China, and most of these live in Sipsong- 
panna, on the southern tip of China’s 
southwest Yunnan province. Yunnan, a 
popular tourist destination because of its 
temperate weather, striking mountains 
and ethnic diversity, borders Tibet to the 
north, and Burma, Laos and Vietnam to 
the west and south. Sipsongpanna (the Tai 
Lue name means “twelve rice fields,” a ref- 
erence to its past political structure) is 
hilly, subtropical and laid-back. Tai Lues 
are the dominant ethnic group in Sipsong- 
panna, and 13 other officially recognized 
ethnic groups also live in the prefecture. 

However, while a small group within 
Chinese borders, these Tai Lues are a 
member of a much larger Tai-Kadai lan- 
guage family that spreads across upland 
Southeast Asia and southwest China, num- 
bering millions of people. Sipsongpanna 
has close linguistic, cultural and historical 
links with people in northern Laos, north- 


east Thailand, and parts of Burma’s Shan- 


State. I conducted field research in Sip- 
songpanna from 1997-98, while studying 
the Tai Lue spoken and written language. 
I have supplemented this research with 
numerous additional visits and contacts 
over the following years. 

Most ethnic regions of China have 
shared some similar experiences. In the 
years before the founding of the prc, Ti- 
betans and Tais were both promised the 
right to secede and declare independence 
after the nation was established. Both had 
their promises reneged upon, and instead 
were given the nominal autonomy that has 
turned out in both cases to be no autonomy 
at all. Both faced active government inter- 
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vention in shaping their official and public 
identities. During the Cultural Revolution, 
both experienced the desecration of reli- 
gious sites, forced secularization of monks, 
persecution of respected elders, and the 
wholesale destruction of temples. In the 
late 1990s, I met one young monk who car- 
ried around in his robes a treasured slip of 
paper on which his uncle had written a list 
of sacred sites that had been desecrated or 
destroyed. 

Faced with government repression 
during the 1960s, many Tai Lues packed 
their belongings and slipped across the 
borders (often little more than a fence) to 
stay with Tai Lue cousins in Burma, Laos 
and Thailand. These flexible borders gave 
people who would have been dissidents a 
safe space to wait out the political storm. 

Today, the ease of travel and contacts 
across the borders is beneficial in a second 
way for young Tai Lues who are interested 
in not only reviving the past, but in coming 
up with ways to be ethnic and modern. To- 


` day, as all four countries have lifted many 


restrictions on crossborder travel in order 
to promote trade, some of those who fled 
are returning. Young Chinese Tai Lues 
looking to retrieve their past visit frequent- 
ly, bringing back texts and information that 
were destroyed in China. While Chinese of- 
ficial rhetoric often locates minority ethnic 
identity of any kind in the primitive past, 
and urges ethnic minorities to modernize 
by learning Chinese ways and leaving their 
traditions and languages behind, Tai Lues 
who travel to Thailand speak of seeing a 
country that has kept their language and 
religious traditions alive, and modernized 


anyway. 
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Lessons learned on trips to Thailand 
and Burma have fueled many late-night 
debates between younger and elder Tai 
Lues about how best to proceed in the fu- 
ture. These debates, some of which par- 
ticipants spoke to me about, have drawn 
on indigenous strategies that ethnic mi- 
norities have developed over the years to 
manage their dominators. This cultural 
strategizing is a second reason why Tai 
Lues appear to have ducked some of the 
harsher consequence meted out in Tibet. 
Tai Lue nobility joined the Communist 
Party during the revolution, and many 
high-ranking noblemen were appointed to 
positions in the local government after 
“liberation” in 1955. Activists in Sipsong- 
panna have been careful not to push be- 
yond the limits of official tolerance, and 
the experiences of Tibetans have shown 
what those limits may be. 

Thus, while Tibetan monks and laypeo- 
ple have organized pro-independence dem- 
onstrations and faced harsh punishments 
for doing so, Tai Lues have been careful to 
never call for independence. Some of this 
is practical: as one Tai Lue activist put it, 
“Of course, we’ve discussed [indepen- 
dence}. Do you think we don’t know what 
happens in the rest of the world? But if Sip- 
songpanna were an independent nation, 
we would be like Laos or Nepal....No one 
would care what happens to us.” 

Another said that the success of the Tai 
Lue religious and cultural revival has owed 
something to the care they have taken to 
avoid conflict: “We are not confrontation- 
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Ethnic minorities that behave “badly,” 
like Tibetans and Uighurs, are severely punished. 






al.” Conversations in the late 1990s about 
forming an organization of former monks 
to promote Tai Lue cultural revival led to 
acollective decision to not do so, after some 
Tai Lue elders pointed out what happened 
to similar kinds of groups in Tibet. 

Such strategies may also owe something 
to the lessons learned during Chinese im- 
perialism. During much of Sipsongpanna’s 
past, a Chinese official and a Tai Lue prince 
each governed the region from separate 
quarters—the Chinese official from his for- 
tified barracks, the Tai Lue prince from his 
wooden palace. In this period, Tai Lues 
found, as Hsieh Shih-chung observes, “The 
best strategy was to declare oneself a vassal 
first, and then do as one pleased.” 

During research into Tai Lue Buddhist 
storytelling, I saw this done on numerous 
occasions—one memorable one in particu- 
lar. Once, about halfway through an epic 
performance ofa Buddhist legend to which 
thousands had come to see, the Commu- 
nist Party secretary, the highest-ranking 
party official in the region, was ushered 
into the courtyard. Slightly the worse for 
the many rounds of toasts he had shared 
at other village feasts, and astonished at 
the presence of a foreign woman with a 
tape recorder, he began to question me, 
loudly, in Chinese, about my presence and 
purpose there. The circle tensed. 

Then the oral storyteller began to 
weave into his narrative some improvised 
words of praise for the leadership of the 
Communist Party, calling down blessings 
on the Party Secretary. The elders sitting 


across the circle leaned over and said, 
loudly, to the party secretary in accented 
Chinese, “He is praising you! He’s saying 
good things about you!” Pleased, the sec- 
retary thanked them, folded his hands in 
a formal greeting to the singer, and then 
reeled out of the performance to go to an- 
other feast. By wining and dining official 
delegations and bestowing praise and gifts 
on them, Tai Lues gave face to Chinese 
conquerors while maintaining a parallel, 
subterranean structure which was where 
local politics took place. 

The Tai Lue ethnic revival has been 
built on many such small instances: a stra- 
tegic combination of face-giving and the 
inch-by-inch retaking of political ground 
lost in the past. When ordered to stop do- 
ing something by the state—for instance, 
in 1999 they were instructed to stop hold- 
ing rock concerts on temple grounds—they 
quickly back down. But their flexibility 
and tactful persistence has paid off over 
time—in 2004, they were authorized to 
construct a concert venue where perfor- 
mances could be held indoors. 

Today, many of China’s ethnic peoples 
face similar challenges. Chinese govern- 
ment policies, though framed as support 
for economic development, has led to mas- 
sive in-migration of Han Chinese into all 
of China’s contested borderlands, resulting 
in aloss of economic opportunities to local 
minorities and creating new threats to eth- 
nic language and culture via a flood of Chi- 
nese-language mass media. The 
construction of large-scale infrastructure 
projects—in Tibet, a railway; in Yunnan, a 
superhighway linking Kunming to Thai- 
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land—may have brought some benefits to 
border regions. However, such projects 
have also sped up Chinese resource extrac- 
tion from the borderlands, and have caused 
destruction of ethnic villages, destruction 
of historic and sacred sites, and displace- 
ment of impoverished ethnic peoples. 

Hence, the third reason why Tai Lues 
and some other southwestern ethnic groups 
appear to get off a little more lightly than 
Tibetans. To minimize open dissent as it 
dominates and incorporates the ethnic bor- 
derlands, China has gradually developed a 
carrot-and-stick policy. The unspoken mes- 
sage goes something like this: Behave 
“well,” like the Tai Lue, Miao, Naxi and 
other southwestern groups, by never en- 
gaging in open critique of state policy and 
never demanding genuine autonomy or in- 
dependence, and you will be rewarded. 
These rewards may include economic pros- 
perity, flattering depictions and praise in 
official media, and a little extra political 
and social space on the ground. But behave 
“badly,” like Tibetans and Uighurs, by or- 
ganizing pro-independence demonstra- 
tions and resisting state control, and you 
will be severely punished with imprison- 
ment, torture, even execution. 

The Tai Lue are a small group, and the 
extent of their ethnic and religious revival 
may be anomalous, but like other ethnic 
peoples on China’s contested borderlands, 
they know the cost of every potential ac- 
tion and weigh it carefully before acting. 
No ethnic group in China dares to engage 
in any unofficial cultural or political activ- 
ity without calculating how their actions 
might figure in the Tibet equation. = 
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A Dissenting View 
On Ba Jin 


by Geremie R. Barmé 





SUPPOSE YOU COULD say 
that Ba Jin and I agreed 
to disagree. In the end, 
he was disappointed in 
me, and I wasn’t too im- 
pressed by him. I became, and have re- 
mained, a Ba Jin dissident. 

It started in 1978, when we shared col- 
umn space in Ta Kung Pao, the Hong 
Kong-based, Communist Party-run daily 
newspaper. The Cultural Revolution was 
over, and Pan Jijiong, the paper’s pre-1966 
correspondent in Beijing had been sent to 
Hong Kong to take over its cultural pages. 
A mild, sophisticated and highly literate 
man, Lao Pan was, at best, a patriotic fel- 
low traveller of the party. He was there to 
add some heft to the pro-mainland cultur- 
al scene in Hong Kong. 

Mr. Pan and I met in 1978, and over the 
objections of more “politically correct” 
(residual Maoist) editors, from mid-1979 
he commissioned me to write regular piec- 
es for Dagong Yuan, the cultural page of 
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the paper. Mr. Pan was also an old friend 
of Ba Jin, and from 1978 he started pub- 
lishing a series of memoirs and essays by 
the Shanghai-based writer under the title 
“Random Thoughts.” My essays—rather 
jejune cultural satires and observations on 
Hong Kong and mainland life that Mr. Pan 
indulgently edited—appeared in the same 
space as Ba Jin’s on alternate weeks. 
After years of studying and living in 
China, though now based as an editor ina 
Chinese-language magazine (The Nineties 
Monthly) in Hong Kong, I was avidly fol- 
lowing the cultural changes on the main- 
land. I was fascinated by the hints of new 
writing that appeared there, and the tenta- 
tive depictions of the Cultural Revolution 
and the years that preceded it in various 
cultural forms (fiction, film, poetry). In 
particular, I became interested in literary 
works related to confession and redemp- 
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tion in 20th century China, and post-1976 
mainland China. 

It was at this time that I translated, 
with my friend Bennett Lee, The Wounded 
(Hong Kong Sanlian, 1979), a collection of 
post-Cultural Revolution stories. I also fol- 
lowed closely Ba Jin’s meditations on his 
own past, and public remorse at his culpa- 
bility and compliance during the Maoist 
years. Eventually, with his encouragement, 
I translated the first volume of Random 
Thoughts (Hong Kong Sanlian, 1984). 

Through the good offices of our editor, 
Pan Jijiong, Ba Jin and I met in Shanghai 
and we became friendly. We corresponded 
as I worked my way through Random 
Thoughts, Ba Jin providing me with fasci- 
nating cultural details and information so 
that I could fully footnote my translation. 

Ba Jin also paid me the compliment of 
mentioning one of my own Chinese essays 
in his column a number of times. That es- 
say was one of a series of public comments 
I wrote on post-1976 cultural repression. 
The “Beijing Spring” of 1978-79 had been 
abruptly brought to an end by the Party 
authorities and Wei Jingsheng (along with 
others) had been arrested. A number of 
important new nonofficial publications 
were also interdicted. 

Like so many others whose lives had 
become enmeshed with friends, the cul- 
ture and the intellectual life of the main- 
land, I felt despair as the cautious relaxation 
of the previous period came to an end. I 
expressed my sentiments in a number of 
veiled, though fairly obvious essays. One of 
these, published in Ta Kung Pao in January 
1980, was entitled “The Heterodox as Nor- 
mality” (“Yiyang ye shi changtai”). 
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In that essay, I made pointed use of the 
word “seeking” or “experiment,” tansuo, a 
term that was well known at the time as 
also being the name of one of the recently 
banned publications of the Beijing Spring. 
Among other things I wrote that, “To 
achieve truly advanced or innovative 
things [in China], people have to be al- 
lowed to experiment.” 

Ba Jin liked the essay so much that he 
referred to it and the need for “experimen- 
tation” in four of his columns. Later, when 
we met in Shanghai he would indicate that 
he knew that in both this and other essays 
I was referring to the repression of the 
Beijing Spring, the closing of journals and 
the arrest of dissenting innocents. 

While he would write a number of mov- 
ing pieces castigating his personal cowardice 
and mendacity during the 1950s and 60s, Ba 
Jin was far more reluctant to be critical of the 
post-cr cultural scene and the frequent re- 
pressions authored by the Party, of which the 
Beijing Spring crackdown was only the first. 
In his 1980s essays he would write, frequent- 
ly and touchingly, about the need to be out- 
spoken and honest; he was adamant that 
China, and Chinese writers, should not re- 
peat the mistakes of the past. 

However, as time went on—and the re- 
pressions continued—his circumspection 
was nothing less than egregious. When 
John Minford and I produced Seeds of Fire: 
Chinese Voices of Conscience (1986), a vol- 
ume of cultural and historical works relat- 
ed to dissent and the struggle for freedom 
of speech and democracy in China, we 
made overt reference to Wei Jingsheng and 
many other people of conscience. The book 
appeared shortly before the student pro- 
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tests of 1986 and the ouster of Hu Yaobang 
in 1987. In the second, expanded edition of 
Seeds of Fire, we included the first English- 
language translation of Ba Jin’s important 
essay “On a CultRev Museum,” published 
in Shanghai in August 1986. In an editorial 
introduction to our translation, we noted 
that Ba Jin had “remained conspicuously 
silent throughout the 1987 purge.” 

As the repression of leading political 
and cultural figures was unfolding in ear- 
ly 1987, I wrote Ba Jin a letter, It was a per- 
sonal appeal. I thought the further 
silencing of people of principle was an om- 
inous development—and I was particular- 
ly aggrieved at the way that the courageous 
playwright and essayist Wu Zuguang (who 
was aman I had the privilege to know and 
become close to from 1977) was treated. 

In my letter I said I was an admirer of 
his essay on the need to establish a Cultur- 
al Revolution Museum. But I also suggested 
that perhaps it was premature merely to put 
the cultural practices and political oppres- 
sion of the past on display in a museum, for 
it seemed to me that the spirit (and prac- 
tices) that animated the horrors of the past 
was still abroad. As his translator, and an 
admirer of his stance on honesty and his 
pledge not to repeat the mistakes of his 
past, I thought that the purge of 1987 was 
surely a time for him to speak out. After 
having been in contact for nearly a decade, 
this time I received no reply. 

Ba Jin’s public silence then, and subse- 
quently, was plangent. Indeed, during the 
numerous post-1976 cultural purges, the 
banning of books and the harassment of 
writers, during these long years of soft and 
hard terror, Ba Jin’s voice was not to be 








heard. He did not speak up on behalf of his 
fellow writers or editors, men and women 
who might have found some solace in the 
support of an untouchable literary giant. 

_ When I was next in Shanghai and Nan- 
jing, I met up with mutual friends of Ba 
Jin. They told me that my letter had caused 
the grand old man quite some discomfort. 
I was criticized for my temerity in address- 
ing our old friend in such an unseemly 
fashion. I, in turn, remarked that the writ- 
er was timorous. From that time, I have 
been a Ba Jin dissenter. 

I should note that Ba Jin did add his 
voice to the massive wave of public sup- 
port and clamor in favour of the student 
protesters of 1989. He wrote a short letter 
about the students on May 18, 1989. How- 
ever, when it was no longer politic to speak 
out, he fell silent once more. 

But now that Ba Gong, the name by 
which I knew him, has passed, and amid 
the adulatory readings of his life, I too 
must pause to reflect. Ba Jin was sincere 
when he wrote of his embarrassment over 
his long years of boosterism for a system 
that showered him with largesse. He was 
profoundly moving when he remembered 
his wife, Xiao Shan, and her death; and he 
was wise when he called for the establish- 
ment of a Cultural Revolution Museum. 

Perhaps I am wrong to have hoped he 
would speak up directly for those harried, 
stymied and oppressed cultural figures in 
the post-Mao era. Perhaps I should appre- 
ciate that, after 1978, while many sought 
to gain greater freedom of expression, of- 
ten at great personal cost, for some writers 
like Ba Jin just as precious was the right to 
remain silent. _ 
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Gothom Arya, secretary-general of Thailand’s National Reconciliation Com- 


ARLIER THIS MONTH, REVIEW deputy editor Colum Murphy spoke with 


' mission (NRO), charged with finding a peaceful solution to the conflict in the 
restive south of the country. Mr. Gothom is also chairman of the National Economic and 
Social Advisory Council (NEsAc). The full interview can be found at www,feer.com. 


REVIEW: Tell us about the current status of 
the NRC. Is the commission making inroads 
toward bringing peace to the south? 


GOTHOM ARYA: The NRC was set up around 
March this year. There were expectations 
that it would be able to come up with rec- 
ommendations—or at least contribute to 
an atmosphere of understanding. But we 
have to admit that the Commission’s roles 
are quite limited. We can certainly make 
suggestions to the government to address 
some urgent issues, but the short-term 
measures are entirely the responsibility of 
the government. We would like to improve 
the atmosphere, but as usual in a situation 
of violent conflict, the voice of moderation 
is rejected by both sides, 

So our contribution may be to minimize 
that polarization and provide a space so 
that both the Muslim majority and the 
Buddhist minority in the south would be 
able to debate some of their concerns. 

Regarding the majority of the Thai peo- 
ple outside the conflict area, we are also 
able to provide certain narratives, analy- 
ses, prognoses of the situation, but there 
are expectations that we should do more. 
People would like to see an early end to the 
violence. As this is not the case, there is a 
backlash [against the nrc]. 


REVIEW: Some say the NRC has become a 
victim of political forces, that it hasn’t been 
allowed to do its job and has been unduly 


criticized by certain parties. Is that a fair 
statement? 


GA: Not really. We have been aware that 
there are right-wing people, hawkish peo- 
ple, who promote or have been promoting 
stronger measures—a kind of “an eye for 
an eye solution”—to the violence. Some of 
the people in this group even promote a 
kind of hate campaign that puts a blanket 
of blame on the Muslim population in the 
south, which is exactly what we would like 
to minimize, or change that kind of hatred 
into a kind of understanding. We know 
that there were and there still are televi- 
sion and radio programs [that] continue 
to advocate strong military solutions and 
even blame the nrc in a very unfair man- 
ner. Whether we do something or don’t do 
something, we still get the blame from this 
group of people. 

If we criticize ourselves as victims of 
politics, it is not, for the time being, parti- 
san politics, but simply about ideological 
groups which are political by nature that 
would like to put the blame on us. 


REVIEW: Prime Minister Thaksin Shinawa- 
tra is implementing these kind of hawkish 
measures. Do you think Mr. Thaksin is being 
influenced by these right-wing elements? 


GA: I am a bit ambivalent about our prime 
minister. In fact, we hope that Nrc would 
have a certain positive influence on his 
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thinking. Basically, I think he has a back- 
ground of a policeman, but sometimes he 
would [also] agree that it is important to 
win the hearts and minds of the people. So, 
I think he gives contradictory signals. 

Sometimes after violence and condem- 
nable actions by the insurgents, [Mr. Thak- 
sin] would produce strong signals in favor 
of the so-called military solution. But ifthe 
NRC succeeded it may be the fact that, after 
‘saying that, the prime minister would add: 
“Let us follow the law.” 


REVIEW: So what does the nrc believe to be 
the way to peace in the south? 


GA: I can’t speak for the whole commis- 
sion as of now, but basically we hope to ad- 
dress the issue of identity. This issue has 
many components: the history of the peo- 
ple that should be revisited; past injustices 
that have to be recognized and redressed; 
diversity in way of life and culture; or sim- 
ply addressing current economic and so- 
cial conditions. How can we improve the 
participation of local people to decide on 
the use of natural resources, or how to 
conduct the education of their children, 
or simply how to improve the quality of 
life? 

We have to recognize the character of 
local governance, and maybe improve the 
pattern that we have, or even have a differ- 
ent form of local government that would 
be suitable to the aspirations of the local 
people. We have to address the past and 
create a common vision for the future. 


REVIEW: In effect, does that mean greater 
democracy for the south? 


Ga: It would be a kind of democracy, which 
is participatory, and also suitable to a situ- 
ation where we have various ethnic groups 
living together. If we understand democ- 
racy as “majority rule,” then [our under- 
standing] would have to be clarified. 





REVIEW: Is the issue of the south strictly a 
domestic issue? How, for example, has the 
relationship with Malaysia been handled? 


GA: By and large it is a domestic issue, but 
having said that there is a certain empathy 
on both sides of the border. I don’t know 
about the political aims of the insurgents, 
but if they are seeking integration with 
Malaysia, I would rule that out; I don’t 
think Malaysia is going to play the game. 

You mentioned the group of 131 Thais 
who crossed the border [fleeing Thailand 
and seeking refuge in Malaysia]. We can 
look at this in various ways: that it’s a ploy 
by the insurgents to make the issue region- 
al if not international; that the group [of 
131] was misled by the insurgents to sim- 
ply get some publicity; or that they simply 
had personal reasons, such as the fear of 
persecution, or some misunderstanding 
of the situation. I don’t know what is the 
correct interpretation of the event, but I 
would like to stress one particular issue: 
that is, 131 persons crossing the border 
is very much a local issue, and when you 
think that hundreds of thousands cross the 
border to seek work in Malaysia or to visit 
their relatives [all the time], then I would 
think that there has been some mishan- 
dling of the situation. 

If the insurgents schemed the escape 
of the 131 persons [in order] to make it an 
international issue, or get publicity, then I 
would say that they succeeded, in terms of 
help that they should not get. 


REVIEW: But they didn’t succeed in getting 
United Nations High Commissioner for Ref- 
ugees to designate them refugees. 


GA: I don’t think it’s an issue that these 131 
people get legal status as refugees or not. 
The concern is their wellbeing, their human 
rights. If UNHCR, or the Malaysian govern- 
ment, or the Thai government can provide 
that, I would be very satisfied. W 
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Brothers in Arms: 
Japan and the U.S. 


from the Mainichi Shimbun 





HAT PREPARATIONS 
should Japan and the 
United States make to 
deal with the threat of 
terrorism and weapons 
of mass destruction, and the unpredict- 
ability of the situation on the Korean pen- 
insula? 

Some answers to these questions were 
given in an interim report on the realign- 
ment of U.S troops in Japan issued by the 
Japan-U.S Security Consultative Commit- 
tee—also known as the “two plus two” 





meetings—which took place in Washing- 
ton, D.C. [in late October]. 

The realignment of U.S. troops in Ja- 
pan is a part of the ongoing global reform 
and transformation of the U.S. military. 
Similar realignments in Western Europe 


and South Korea are all but complete. The . 


U.S.-Japan interim report represents a 
kind of mopping up of these global realign- 
ment activities. 

For Japan, however, the realignment 


also means a new direction in foreign and 
security policy. As such, it can be consid- 
ered a major turning point in the U.S.-Ja- 
pan security partnership. 

In the realignment just made public, 
the U.S. Forces Japan and the Japanese 
Self Defense Force will greatly enhance 
their coordination and interoperability be- 
tween both headquarters taking in consid- 
eration each of their roles, missions and 
capabilities. The Headquarters, U.S. Forc- 
es Japan, will establish a bilateral joint op- 
erations coordination center at Yokota Air 
Base, near Tokyo. For certain, the goal is 
to secure greater interoperability on a dai- 


o> An agreement between the U.S. and Japan, 
announced late last month in Washington, D.C., 
paves the way for even closer military coop- 
eration between the two powers, and addresses 
concerns raised by some local communities that 
object to the financial and environmental bur- 
dens of hosting U.S. troops. This editorial origi- 
nally appeared in the Oct. 30 edition of Japan’s 
Mainichi Shimbun. The translation is by Colum 
Murphy, deputy editor of the REVIEW. 
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` ly basis between the U.S. forces stationed 
in Japan and the spr. 

In a wide-ranging realignment, the 
likes of which have never been seen be- 
fore, Japan will move its Air Defense 
Command headquarters to Yokota Air 
Base, and accept relocation of the post-re- 
form headquarters of the U.S. Army’s I 
Corps from Washington [state] to Camp 
Zama in Kanagawa prefecture. 

By strengthening coordination be- 
tween the U.S. Air Force and the Japanese 
Air Self Defense Force, the aim is for 
smooth operation of the missile defense 
[system]. In addition, alignment of the U.S. 
Army Japan headquarters’ function will 
enhance readiness to terrorism and other 
threats. It has also been indicated that the 
headquarters of the Ground sprF’s Central 
Readiness Force Command will be moved 
to Camp Zama—a significant advancement 
in the integration of the U.S. armed forces 
and the Japanese spF. Instead of referring 
to this as a “strengthening” of deterrence, 
it’s more appropriate to refer to it as a 
“qualitative shift” [in deterrence]. 

Although the government insists that 
the jurisdiction of the newly aligned head- 
quarters will not breach the so-called “Far 
East Clause” of the U.S.-Japan Security 
Treaty, government has the responsibility 
to explain to the Japanese people in detail 
the nature of the operations of the U.S. and 
Japanese military corps. 

One main point that was revealed in the 
interim report was the “reduction of bur- 
den” issue—the headquarters of the Third 


Marine Expeditionary Force (III MEF) will 
move from Okinawa to Guam, involving the 
transfer of 7,000 officers and marines. This 
is equivalent to half the U.S. Marine Corps 
stationed in Okinawa—a major reduction. 

In addition to the relocation of the 
Futenma Air Station, the interim report 
also includes plans to return the U.S mili- 
tary land south of Kadena Air Base. The 
[governments] should further work to de- 
crease the burden Okinawa shoulders in 
hosting U.S. troops. 

However, the realignment of the U.S. 
aircraft carrier [and its air wing] from 
Atsugi Air Facility Gin Kanagawa prefec- 
ture) to Iwakuni Air Station (in Yamagu- 
chi prefecture)—while surely welcomed by 
those living in the vicinity of Atsugi— can 
be expected to meet with opposition from 
Iwakuni residents. The dispersion of train- 
ing areas is also expected to be opposed by 
the local municipalities affected. 

The Japanese government will need to 
win over the people living near the mili- 
tary bases to the merits of the interim re- 
port. Failure to do so will earn only distrust 
in the Japanese government from the 
Americans, 

Essentially, the aim of the realignment 
of U.S. troops in Japan is to bring peace 
and stability to the Asia-Pacific region. In 
light of this, it goes without saying that the 
importance of diplomatic ties with neigh- 
boring countries is increasing. Therefore, 
it is important that we take sufficient care 
not to create an unwanted sense of alarm 
among our neighbors. | 
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THE POLITICS OF PIRACY: 
INTELLECTUAL PROPERTY 
IN CONTEMPORARY CHINA 
by Andrew C. Mertha 
Cornell University Press, 
241 pages, $32.50 
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Reviewed by ANNE STEVENSON-YANG 


EADING ANDREW MERTHA’S The 
Politics of Piracy is like being in- 

vited for an afternoon to some 
State Council reading room whose bind- 
ers collect years of fascinating and obscure 
decrees written in the language of Com- 
munist campaigns: Sweep out pornogra- 
phy! Strike down counterfeits! Ultimately, 
one is able to enter into the thinking of the 
Chinese bureaucrats within the intellec- 
tual property organs and, along the way, 
learn a great deal of bureaucratic trivia. 
The book falls short of its goal, however, 
of analyzing the effects of U.S. political 
pressure on Chinese intellectual property 
protection. 

Andrew Mertha’s strength is his re- 
search into and grasp of the Chinese ad- 
ministrative system. He offers keen insight 
into the nebulous political supersystems, or 
xitongs, that organize the line ministries, 
describing the ways in which particular 
bureaucracies charged with protecting 
patents, trademarks and copyrights have 
been punted around among the political 
superstructures. This creates a dissonance 
little understood outside of the Chinese 


œ~ Ms. Stevenson-Yang is a partner in Blue Bam- 
boo Ventures, a Beijing-based Internet company. 
She is a former managing director of the U.S. In- 
formation Technology Office in Beijing. 
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government when, for example, the Gen- 
eral Administration of Press and Publica- 
tions, a “cultural system” bureaucracy, is 
charged with an issue like registering and 
enforcing copyrights, which should be es- 
sentially an economic issue; the result in 
that case is bright focus on content that 
is pornographic or politically undesirable 
rather than on any content that infringes 
copyright. This fascinating thread would 
have benefited from a broader, conceptu- 
al discussion of the “small leading group” 
system of superministerial organization. 

Mr. Mertha is usefully descriptive, 
though notas analytical, in his descriptions 
of the sometimes clashing motivations of 
central and local-level bureaucracies, as in 
his anatomy of the Chongqing Patent Bu- 
reau’s “embeddedness” in and dependence 
upon the provincial Science and Technol- 
ogy Commission (STC). 

Descriptions of U.S. negotiating pro- 
cesses and the usTR are also strong, il- 
lustrating what makes ustr both the 
righteous fist and the cerebrum of U.S. 
trade policy by pointing out its small size, 
lack of long tenures, and resulting respon- 
siveness to industry pressure groups and 
to Congress. 

Less well-presented is the book’s cen- 
tral argument, which is that U.S. trade 
pressure has affected Chinese IPR law 
and practice, although not necessarily in 
the ways intended. Mr. Mertha’s core ar- 
gument revolves around the notion that 
trademark enforcement is more effective 
than patent or copyright, because, due to 
a traditionally nonideological approach to 
trademark, these bureaucracies penetrate 
to the local level. That’s where foreign 
companies’ pressure and money can har- 
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ness local capacity to bring about enforce- 
ment. Mr. Mertha suggests that individual 
companies may be able to create some pro- 


tected zone around spécific products, but 


he never makes a broader argument about 
trademark protection generally. 

As to his point that external pressure 
from the U.S. has effected some change, 
he seems ambivalent. He opens the book 
with the infamous “Beaniegate” incident 
in which ustR policy advisor Charlene 
Barshefsky was found to have purchased 
more than 40 counterfeit Beanie Babies 
in Beijing. The reader expects to learn 
that even U.S. negotiators feel that their 
activities are irrelevant to China’s under- 
lying economic realities, but the irony is 
simply dropped, as Mr. Mertha meanders 
into a description of the shrill tone that has 
sometimes entered U.S.-China trade rela- 
tions. Another promising strand of argu- 
ment concerns China’s “natural” political 
thinking around intellectual property ver- 
sus the “exogenous” system that the U.S. 
has tried to impose, but again the point is 
presented without any real analysis. 

Behind the swirling fog of bureaucratic 
detail, the framework of China’s IPR prob- 
lems looms, emerging—tellingly—via Mr. 
Mertha’s prodigious grasp of historical 
trivia: 


... [The notion of intellectual proper- 
ty was in many ways inconsistent with 
both the basic assumptions of socialism 
and those embraced by developing states 
more generally....On November 3, 1963, 
the State Council ... issued the “Regula- 
tions to Encourage Inventions and the 
Regulations to Encourage Improvements 
in Technology.” Individual achievement 
was deleted from the legislative intent, 
and patents were no longer issued; for 
that matter, the same was true for inven- 
tors’ certificates. Article 23 of the 1963 
“Regulations on Awards for Inventions 
and Regulations on Awards for Technical 


Improvements” asserted that “all inven- 
tions are the property of the State, and no 
person or unit may claim monopoly over 
them.... All units throughout the country 
(including collectively-owned units) may 
make use of the inventions essential to 
them.” 


In other words, property in China, es- 
pecially intangible property, is viewed as 
a national asset to which individual com- 
panies may be granted limited franchise. 
This fundamentally different view might 
have set the stage for a broad discussion of 
the clash of civilizations that is represent- 
ed by the IPR battles between China and 
the U.S. Intellectual property law in Chi- 
na provides one of the many case studies 
in which a Western scaffolding has been 
conveniently erected around policies and 
bureaucracies with fundamentally differ- 
ent goals, rather like the old practice of 
private business “putting on a red hat,” or 
classifying itself as state-owned, in order 
to realize political benefits from the clas- 
sification. This is not to say that China’s 
IPR policies are useless or entirely cynical, 
but they have more to do with providing 
tools to use if desired, and, importantly, 
with adding burnish to China’s new in- 
ternationalist image, than with chang- 
ing systemically the nature of intellectual 
property protection. 

As a former employee of the United 
States Information Technology Office, I 
take issue with the description of usITO 
as a “unit” that “moved out of the govern- 
ment and became a private association 
representing the interests of U.S. and oth- 
er information technology-related indus- 
tries...” USITO applied for and received a 
Commerce Department grant in the first 
year of its operation but was never part of 
the government or principally funded by 
the government. It has also never repre- 
sented non-U.S. interests. I have anoth- 
er small quibble with somewhat erratic 
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translations: when such an issue is made 
of the bureaucratic ranking of bureaus, ad- 
ministrations, ministries, and offices, it is 
incongruous to find inconsistent transla- 
tions, like “office” instead of “bureau” for 
ju, or “bureau” instead of “administration” 
for shu. 

The book is not for the faint-hearted; 
it is clotted with bureaucratic marginalia 
fascinating to those of us who analyze Chi- 
na professionally or avocationally, but like- 
ly to be heavy going for the casual reader. 
There is something of an oversupply of ac- 
ademese, whose lexicon seems to require 
that the author state what he is about to 
state at least twice before actually stating 
it. Mr. Mertha’s grasp of the Chinese gov- 


ernment’s peculiar internal logic is very - 


strong and makes a significant contribu- 
tion. In the end, however, the book does 
not offer a guide to more useful tactics in 
the effort to protect intellectual property, 
and it seems that the U.S. righteous fist, 
however culturally jarring, may be the 
only tactic Mr. Mertha has to offer. 


THE INDONESIAN PRESIDENCY: 
THE SHIFT FROM PERSONAL TOWARD 
CONSTITUTIONAL RULE 
by Angus McIntyre 
Rowman and Littlefield, 312 pages, 
$34.95 


A PEACEFUL JIHAD: NEGOTIATING 
IDENTITY AND MODERNITY 
IN MUSLIM JAVA 
by Ronald Lukens-Bull 
Palgrave Macmillan, 176 pages, $24.95 
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Reviewed by EDMUND MCWILLIAMS 
NGUS MCINTYRE’S EXTENSIVE 
engagement with Indonesia is 


reflected in this superb, and in 


many ways definitive account of the In- 


donesian presidency since independence. 
Drawing on his familiarity with Indone- 
sian politics and society and obvious com- 
petence as a pyschobiographer, he probes 
the two giant personalities which shaped 
modern Indonesia: the flawed founder and 
nation-builder Sukarno, and the usurper 
and dictator Suharto. These detailed per- 
sonal profiles draw on largely accepted 
historical analysis, though in particular 
with regard to Sukarno new material, in- 
cluding citations from unstudied speech- 
es and first-person interviews, adds to our 
understanding. 

Less definitively, but with equally per- 
ceptive insight, Mr. McIntyre closely ex- 
amines the post-Suharto presidencies of 
B.J. Habibie, Abdurrahman Wahid and 
Megawati Sukarnoputri. While appro- 
priately cautious in rendering any hasty 
historical judgments on these important 
figures, these chapters provide a com- 
prehensive account of the turbulent past 
seven years, richly infused with previ- 
ously unpublished detail essential to un- 
derstanding this period. His account of 
Suharto’s meeting with religious leaders 
on the eve of his resignation offers valu- 
able perspective on key roles played by 
the late Nurcholish Madjid and Mr. Wa- 
hid. Mr. McIntyre integrates these nearly 
stand-alone historical-biographic portray- 
als with a thoughtful analysis of how each 
president employed and at times manipu- 
lated or virtually abandoned the 1945 In- 
donesian Constitution to advance his or 
her political goals. 

Mr. McIntyre’s portrayal of each presi- 
dent is largely clinical, betraying neither 
sympathy nor animus in his treatment of 
their personalities. This absence of bias 
is welcome and unusual given the strong 





os Mr. McWilliams is a retired senior U.S. for- 
eign-service officer and a human-rights advo- 
cate. He served as the political counselor in the 
U.S. Embassy in Jakarta from 1996 to 1999, 


FAR EASTERN ECONOMIC REVIEW c= November 2005 





Suharto’s wife, Ibu Tien, was a key influence on him, 


and it was she who held their children’s avarice in check. 





passions these figures still engender. The 
reader does sense, however, some ambiva- 
lence or even frustration as he attempts to 
analyze Ms. Megawati. 

Mr. McIntyre, a senior lecturer at 
Melbourne-based La Trobe University, 
confesses at one point, “[T]his hapless bi- 
ographer has tried hard to explain Ms. 
Megawati’s regard for the military but as 
he contemplates her willingness to entrust 
the territorial integrity of the Republic of 
Indonesia to such generals as Ryamizard 
Ryacudu, he is struck by the incomplete- 
ness of his previous formulations.” Those 
who marveled at Ms. Megawati’s courage 
in facing down extraordinary intimidation 
by Suharto and his military in the 1993-98 
period, and her eloquent championing of 
democracy and the rule of law, can only 
shake their heads in shared confusion at 
her subsequent subordination to a willful 
and often rogue Indonesian military. 

As well-researched and balanced as itis, 
close readers of Indonesian history might 
quibble with Mr. McIntyre’s rendition. An 
intense focus on the leading figures that 
shaped Indonesia’s post-1945 history tends 
to diminish the important and often perni- 
cious influence of foreign actors. Warrant- 
ing greater focus is America’s involvement 
in efforts to destabilize Sukarno’s rule in 
1957-58 or its subsequent critical backing 
for Suharto, especially in the early years of 
his dictatorship. 

While consistently and appropriately 
critical of the military, notably in the Su- 
harto period, the author underplays the 
central role of military figures whose kid- 
napping, torture and murder of democra- 
cy advocates in 1997-98 and provocation 
of communal conflict contributed directly 
to the bloody May 1998 riots in Jakarta, 
Medan and elsewhere. He also largely ig- 
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nores the military’s ongoing human-rights 
abuses in West Papua, its support of Islam- 
ic fundamentalist and other militias bent 
on provoking communal conflict, as well 
as the threat to democracy posed by its re- 
crudescing strength nationwide. 

` Mr. McIntyre’s otherwise insightful ac- 
count of Suharto, his turbulent early per- 
sonal life and his subsequent development 
into an astute if ruthless politician is mas- 
terful but appears to miss a key influence 
in his life. The author correctly notes the 
unprecedented greed of Suharto’s children 
in the latter years of his rule as contribut- 
ingto growing popular resentment direct- 
ed at Suharto. It was this resentment that 
led to the Jakarta elite’s ultimate rejection 
of Suharto, as exemplified by the abandon- 
ment of Suharto by his cabinet ministers 
on the eve of his resignation. But the Su- 
harto children’s extraordinary and very 
public greed only peaked after the death 
of Suharto’s wife, Ibu Tien in 1995, who 
while alive had held purportedly held the 
children’s avarice in check. 

After her passing, Suharto may have 
remained undisputed ruler of Indonesia, 
but he lost control over his own household. 
His children’s looting of the country be- 
came ever more brazen. 

Mr. McIntyre’s account of Ms. Mega- 
wati’s failure to win the presidential vote 
in the People’s Consultative Assembly af- 
ter her party garnered a plurality of votes 
in the parliamentary election is detailed 


‘and informative. But this assessment, 


which is critical of what appears to be po- 
litical-ineptitude by both Ms. Megawati 
and her party, possibly overlooks several 
elements. 

Ms. Megawati explained to this re- 
viewer in 1998 that in general her reluc- 
tance to directly court political support 
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reflected her Javanese approach: If you 
“chase after” votes, people perceive you 
as weak, she explained. “It is better to sit 
still so that people can see your strength 
and respect you.” Mr. McIntyre may also 
not have fully appreciated the disdain felt 
by many within Jakarta’s elite toward Ms. 
Megawati following her defeat of their pa- 
tron Suharto a year earlier. 

Mr. McIntyre’s assessment, repeated at 
various points in his analysis of Ms. Mega- 
wati, is that she, at some level, “feared” the 
people. He correctly describes her repeat- 
ed reluctance to capitalize on her popular 
appeal, i.e., by calling her fervent support- 
ers into the street, as reflecting her fear 
of prompting bloodshed. But this should 
not be misread as a lack of personal cour- 
age: Ms. Megawati repeatedly appeared at 
street demonstrations where she was vul- 
nerable to assassination. 

In July 1996, she had intended to go to 
her headquarters as it was being attacked 
by Suharto’s thugs, and turned back only 
after being persuaded that her presence 
would likely exacerbate the bloodlet- 
ting. While correct in acknowledging her 
concern about avoiding bloodshed, Mr. 
McIntyre may have underestimated the 
importance of this consideration. A con- 
tact very close to Ms. Megawati told this 
reviewer that she had been traumatized 
as a child by the assassination attempt on 
her father at her school in Jakarta (which 
Mr. McIntyre describes). Her subsequent 
readiness to turn to the security forces as 
a means to forestall bloodshed could ac- 
count for the fundamental contradiction 
reflected in Ms. Megawati’s unwillingness 
to see the military as the critical threat to 
democracy and human rights it represents 
to this day. 





ONALD LUKENS-BULL, assistant 
professor of anthropology at 

the University of North Florida, 
presents a detailed account of his 1994- 
95 ethnographic research at three East 
Java pesantren, centers for Islamic and, 
to some extent, secular study. The au- 
thor’s “participant observation” along 
with interviews with religious leaders, 
or kyai, and students, or santri, provide 
an illuminating and intimate accounting 
of pesantren life. 

The author’s decision to focus on 
pesantren reflects his appreciation of their 
important educational role, accommo- 
dating approximately 20% of Indonesian 
children. These centers, led by prominent 
kyai, also shape public thinking and atti- 
tudes about Islam and its role in society. 

A Peaceful Jihad assesses the direction 
of the debate within Indonesian Islam 
over the role of the faith in Indonesian so- 
ciety, the appropriate response to global- 
ization and Western values and the use of 
violence as a means to address perceived 
threats to the faith and to Muslims. The 
author concludes that “because pesantren 
people engage in a peaceful jihad, which 
is opposed to fundamentalism, they pose 
little threat to the West.” He also assesses 
that “efforts of the pesantren world would 
refute assumptions that Islam and moder- 
nity are fundamentally incompatible.” 

As reassuring as such conclusions may 
seem, Mr. Lukens-Bull overreaches given 
his research base, which is both dated and 
geographically narrow. Specifically, his 
principal research misses the upheaval of 
the financial-economic-political crisis of 
1997-98 and the growing prominence of 
radical Islamic movements in Indonesia 
since 1999-2000. His main observations 
were only updated by brief visits to the 
pesantren in 1997 and 2000. 

Moreover, his selection of three essen- 
tially moderate-progressive pesantren 
provides no exposure to a small but in- 
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fluential group of more radical pesantren, 
which a recent International Crisis Group 
report said may number as many as 150. 

There is in fact an intensifying struggle 
between traditionally tolerant Indonesian 
Islam, well described by Mr. Lukens-Bull, 
and the growing ranks of more radical Is- 
lamic figures who condemn liberalism, 
secularism and pluralism. These radical 
pesantren are closely linked to funda- 
mentalist Islamic movements in Indonesia 
such as Jemaah Islamiyah, the Islamic De- 
fenders Front and Laskar Jihad, providing 
leadership, inspiration and recruits. Mr. 
Lukens-Bull fails to adequately present or 
anticipate the development of this radical 
perspective. 

Perhaps because he was not on the 
ground in Indonesia in the period imme- 
diately following the crisis of 1997-98, he 
appears not to have focused on impor- 
tant developments that influenced Islam- 
ic thought and practice in Indonesia. The 
economic collapse created a dilemma for 
many poor families already struggling to 
afford the hidden costs of a public educa- 
tion which is supposedly free. As public 
schools slipped out of reach for many, they 
found an alternative in small, inexpensive 
pesantren which sprang up, particularly in 
urban neighborhoods. 

Funding to establish these pesantren 
flowed in part from fundamentalist Wah- 
habist sources in the Middle East that 
have also sought to influence the direc- 
tion of Islamic thought in post-Soviet 
Central Asia and elsewhere. Most of these 
new pesantren were staffed by young, of- 
ten inexperienced and largely fundamen- 
talist teachers who have had a decidedly 
conservative impact on the largely prima- 
ry-level students and their parents. This 
included adoption of both a greater Arab 
cultural overlay affecting dress and use of 
Arabic language as well as a more radical 
perspective with regard to non-Islamic 
communities. 


Also troubling in Mr. Lukens-Bull’s 
presentation is a sometimes spotty ren- 
dition of the historical context in which 
Indonesian Islam evolved in the postin- 
dependence era. While providing an ap- 
propriately detailed historical account of 
the influential Nahdlatul Ulama organi- 
zation to which most pesantren are affili- 
ated, the author neglects to mention its 
role in what he alludes to as an “allegedly 
communist coup and a great bloodletting 
in 1965-66.” NU’s security arm Banser, 
working closely with the Indonesian mili- 
tary, slaughtered 500,000 or more Indo- 
nesians, many of whom were non-Muslim 
and non-Javanese. 

The “great bloodletting” is a key con- 
textual factor in understanding why 
non-Islamic Indonesians remain gravely 
concerned about the emergence of new 
militant Islamic groups, many of whom, as 
Mr. Lukens-Bull notes, also have close ties 
to the military. He does not elaborate on 
the military’s creation of the radical fun- 
damentalist Laskar Jihad, whose inser- 
tion into communal strife in the Malukus 
in 2000 led to Muslim-Christian fighting 
that killed thousands. He also fails to de- 
scribe the confrontational relationship be- 
tween President Wahid and the military 
during Mr. Wahid’s 1999-2001 presidency, 
which contributed to his removal. 

Entirely missing from Mr. Lukens-Bull’s 
analysis is any consideration of the impact 
of critical international events on Islamic 
thought in Indonesia. Such events include 
the confrontation between Palestinians 
and U.S.-supported Israel or the U.S. mil- 
itary operations against Afghanistan and 
Iraq. These events have fundamentally 
shifted Islamic perceptions around the 
world against the U.S. and provided grist 
for radical Islamic groups preaching an 
anti-U.S., anti-Western line. Indonesia is 
no exception. 

A Peaceful Jihad is a useful addition to 
1990s research on the development of Is- 
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lamic thought and practice in Indonesia, 
particularly as it relates to the challeng- 
es posed to its adherents by globalization 
and Western values. The author accu- 
rately describes the debate among Indo- 
nesian Muslims over the role of mysticism 
and Arab influence in the areas of Islam- 
ic culture, practice and thought during 
that period. By meticulously comparing 
his analysis with that of other promi- 
nent researchers, he provides useful con- 
text. Particularly helpful is his analysis of 
the relationships among various Islamic 
movements and figures as well as their re- 
lationships with the Suharto government, 
as well as with successor democratic gov- 
ernments and the Indonesian military. 


FROM COMRADE TO CITIZEN: 
THE STRUGGLE FOR 
POLITICAL RIGHTS IN CHINA 
by Merle Goldman 
Harvard University Press, 
304 pages, $39.95 


Or 


Reviewed by BENJAMIN ROBERTSON 
DETAILED AND TIMELY exami- 
nation of the disparate and oc- 


casionally vitriolic forces calling 
for political rights in China over the past 
30 years, Professor Merle Goldman’s From 
Comrade to Citizen balances nuanced re- 
form with repressive clampdown to cau- 
tiously conclude that the country is at “the 
beginnings of a genuine change in the re- 
lationship between China’s population 
and the state in the post-Mao era.” 

This change, needless to say, is that 
contained within the title. Over two de- 
cades of economic reforms and opening 


up are providing conditions for a fer- 
tile, albeit still nursery-sized, breeding 
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ground in which China’s increasingly as- 
sertive “citizens” are demanding politi- 
cal rights and questioning the political 
apparatus. 

Beginning with the 1979 Democracy 
Wall movement, where student activists 
fresh from the political campaigning of 
the Cultural Revolution first publicly ques- 
tioned the excesses of the Mao era, the 
book traces the rise of a politicized soci- 
ety that now extends well beyond China’s 
ivory towers. Describing the influence of 
NGOs, laid-off workers and Web bloggers, 
among others, case studies of social group- 
ings are used to illuminate how rights con- 
sciousness has gradually seeped into every 
pore of society. 

Though familiar stories to many China 
watchers, one noteworthy section details 
the secret politicking among government 
leaders and their intellectual hangers-on 
that occurred in the aftermath of the Ti- 
ananmen Square massacre as the political 
leadership struggled for direction. 

From the neo-Maoists, who opposed 
Deng Xiaoping’s earlier economic reforms 
amid fears that “bourgeois liberalization” 
could topple the Communist Party, to the 
short-lived liberals, whose calls for free- 
dom of speech and a system of govern- 
mental checks and balances were quickly 
rebuffed, various schools of thought drew 
from the Confucian value of gentlemen 
scholars—loyal critics of the system. The 
ensuing vocal debate challenged govern- 
ment policy via internal memorandums, 
academic journals and the mass media. 

This evolving civil society follows a 
pattern familiar to many countries and 
one that reformers have long hoped will 
mature to include a multiparty electoral 
system, independent judiciary, and a free 
press, among other characteristics that 
are deemed in the West to be prerequi- 
sites of a developed nation. 

One example cited of this sociopoliti- 
cal metamorphosis is Ma Wenlin. A pover- 
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Even poorly educated farmers are using sophisticated 
language and legal recourses to address their grievances. 





ty-stricken farmer turned lawyer, in 1997 
Mr. Ma took a case representing farmers 
who accused local authorities of impos- 
ing illegally high taxes. Mr. Ma was huge- 
ly successful in organizing petitions and 
drumming up support within the media. 
He won the case and attracted the atten- 
tion of ccTv’s “Focus” news magazine. 
Unfortunately for him, the Shaanxi pro- 
vincial authorities ignored the judgment 
and sentenced Mr. Ma to five years hard 
labor for “disturbing social order.” 

Though ending unhappily for Mr. Ma, 
the case highlighted the changes in how 
even poorly educated farmers are now 
using sophisticated language and legal 
recourse to address their grievances. In 
theory, goes the thinking, this should 
make it harder for officials to dismiss their 
complaints and put pressure on the gov- 
ernment to better clarify rights that are 
enshrined in the constitution but rarely 
safeguarded in practice. 

Referring to arrests and dismissals 
among academics in the late 1990s, Ms. 
Goldman says, “Unlike suppression during 
the Mao period, however, when millions 
were harshly persecuted ... the crackdown 
on public intellectuals and the media did 
not reach beyond the accused.... Moreover, 
though some establishment intellectuals 
lost their jobs and some were briefly de- 
tained, they were able to find other jobs 
and outlets for their views....” 

Despite the litany of arrests, intimida- 
tion and imprisonments that Ms. Gold- 
man recounts, she suggests that there 
are patterns to the repression. In analyz- 
ing the failed China Democracy Party of 
_ the 1990s, and more famously, the spiri- 
tual group Falun Gong, which became 
outlawed as an “evil cult,” Ms. Goldman 
believes that it is only when these groups 


sought political recognition, positioning 
themselves as rivals to the Communist 
Party, that measures were taken to stamp 
them out. However, as several dissidents 
cited in the book point out, there is no 
clear line in the sand. 

Having outlined the history, the ques- 
tion now is where does China go from 
here? Disappointingly, Ms. Goldman of- 
fers few answers. With an academic’s 
gift for avoiding hyperbole, she is cau- 
tious about defining the scale of this phe- 
nomenon and what it means. Saying that 
“these developments do not necessarily . 
imply movement towards democracy, but 
they are prerequisites for the establish- 
ment of a democratic political system,” 
she suggests that, “some form of democ- 
racy” may emerge within the first few de- 
cades of this century. 

One reason that may account for Ms. 
Goldman’s reticence is that China has a 
long history of false dawns, and Western 
observers tend to have unrealistic expec- 
tations. The hope for change that followed 
the ascension of the current Hu Jintao 
government is a case in point. Half the 
headlines hailed his “reformist tenden- 
cies”; the other half asked, “Who’s Hu?” 
Many have been left disappointed by the 
snail’s pace of political reform. The truth 
remains that while present-day individu- 
al freedoms would be unrecognizable to a 
Mao-era “comrade,” the current “Lenin- 
ist party state,” as Ms. Goldman refers to 
the government, would certainly be a little 
more familiar. 

Though her theme is that the develop- 
ment of a still nascent civil society will 
increase pressures upon the government 
to effect reform, Ms. Goldman also in- 
triguingly questions what terms such as 
“rights” have traditionally meant in China, 
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and whether by default China will develop 
its own unique form of democracy, a line 
its leaders routinely suggest. 

In earlier experiments with Western 
sounding values during the Qing and Re- 
publican periods, people considered rights 
“not as inherent natural rights, but as giv- 
en by the state. Governments granted po- 
litical rights, they did not recognize them. 
Moreover, political rights existed to enable 
citizens to contribute to the state rather 
than protect the citizens from the state,” 
the opposite of what America’s founding 
fathers advocated. 

In addition, suggests the author, Chi- 
na’s middle classes still lack the legal 
protection that their counterparts enjoy 
in the West, and one that was so vital to 
the rise of democracy in Europe and the 
U.S. Without any well-defined legal space, 
businesses are therefore “dependent on 
Party connections for their opportunities 
and survival,” a co-opting into the politi- 


‘cal establishment that was aided by Jiang 


` Zemin’s 2001 decision to allow entrepre- 


neurs to join the Communist Party. 

Optimistic in tone and fascinatingly de- 
tailed in describing the development of po- 
litical rights until now, the reader is left 
with only general impressions of where 
China is heading. What people should pre- 
pare for is China not taking the path first 
trod in the West. 


DOWN THE RAT HOLE: ADVENTURES 
UNDERGROUND ON BURMA’S FRONTIER 
by Edith Mirante 
Orchid Press, 188 pages, $21.95 
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Reviewed by BENEDICT ROGERS 
HE ETHNIC NATIONALITIES on 
Burma’s eastern borders—Karen, 


Karenni, Shan and Mon—feel for- 


gotten by the rest of the world. So do Bur- 


ma’s democracy movement activists, led by 
Nobel Laureate Aung San Suu Kyi, who has 
just marked 10 years under house arrest. 
All have fought their decades-long strug- 
gles for freedom with only sporadic cover- 
age in the international media. But if they 
feel forgotten, how much more neglected 
and abandoned must the ethnic nationali- 
ties in western Burma—the Chin, Kachin, 
Naga, Rakhine and Rohingya—feel? 

Having visited the Thai-Burmese bor- 
der many times, I read Edith Mirante’s 
first book, Burmese Looking Glass, with 
empathy and interest. Now her new book, 
Down the Rat Hole, takes her account of 
Burma’s freedom struggle to a new level 
by bringing deserved attention to the truly 
voiceless people on Burma’s borders with 
Bangladesh, India, China and Laos. 

I visited the Chin people in Mizoram 
last year, and so her description of the 
Chin in Manipur in the early 1990s car- 
ries particular resonance for me. In fact 
a Chin National Front leader speaking to 
me in Mizoram echoed the words of the 
CNF vice president in an interview with 
Ms. Mirante more than a decade earlier. 
He told her: “When we Chins began this 
revolution, we never, never expected that 
anyone from the outside world would 
have come to see us, like you have.” The 
cnF leader told me: “We used to pray that 
someone would come to us, and we used 
to weep when no one came. Your coming 
is a godsend.” 

Ms. Mirante’s new book is written in 
the same brilliantly descriptive style as 
the first. She has an extraordinary abili- 
ty to capture the combination of the hor- 
rific and the human, the obscene and the 
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ordinary. With humor and humility, she 
records the detail of every character she 
meets in a way that makes for gripping 
reading. 

Many of the abuses Ms. Mirante de- 
scribes—the tales of forced labor, rape and 
torture—are all too familiar to those fa- 
miliar with the practices of the Burmese 
military, the Tatmadaw. Speaking of the 
Rohingyas, she writes: 


The refugees told me of a gulag of forced 
labor camps in Buthidaung. The increased 
Tatmadaw presence intensified the inci- 
dence of rape, torture and murder of Ro- 
hingya civilians. The Rohingya knew the 
way out, and so were hiring small boats to 
take them across the river to Bangladesh. 


Such scenes are repeated on all of Bur- 
ma’s borders, in one form or another. 

Visiting the refugee camps on the Thai- 
Burmese border, the children I meet draw 
pictures depicting the abuses which they 
have witnessed. For them, it is easier to 
draw than to speak about what they have 
seen, and perhaps it is even therapeu- 
tic. The results are graphic and chilling. 
One shows a baby crushed to death in a 
rice pounder, with corpses of women who 
have been raped and killed by soldiers of 
the Burma Army. It would be easy to dis- 
miss these drawings as specific to a cer- 
tain time and place. But Ms. Mirante has 
received similar children’s drawings from 
the Kachin on the China border: 


War scenes depicted not only infantry 
skirmishes and jet bombers, but civilian 
porters being beaten with sticks by the 
Tatmadaw. The picture that revealed the 
most pain was not the most facile in its 
drawing—crude wobbly people shaped 
like bowling pins with legs were Tat- 
madaw soldiers (in derby-looking hats) 
and their captive porters. The porters had 
baskets on their backs and some of them 
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were children and black spots of weeping 
projected from their eyes.... The drawings 
were heartbreaking. 


Ms. Mirante reports the use of “poison 
gas” which she claims “the Tatmadaw was 
known to use in real life battles.” It seems 
they are still using it, with circumstantial 
evidence emerging this year of the use of 
chemical weapons against the Karenni. 
She also details the escalating H1v/aips 
crisis, and the regime’s involvement in the 
drugs trade. 

Particularly compelling is the docu- 
mentation of religious persecution of 
the Muslim Rohingya, and the Christian 
Chin. Nothing the junta did, Ms. Mirante 
writes, “got the Chins as angry as the sup- 
pression of their Christian religion, which 
the Tatmadaw liked to persecute in both 
large and petty ways—taking Chin chil- 
dren away to be reared in Rangoon’s Bud- 
dhist monasteries, or tearing the wooden 
crosses down from the hilltops and forcing 
people to build Buddhist pagodas in their 
place.” All of this I can vouch for, and it is 
still going on today. 

Ms. Mirante is an extraordinary charac- 
ter. An intrepid and feisty traveler, adven- 
turer, activist, horse rider, karate expert 
and painter, she is clearly devoted to Bur- 
ma. Banned from Thailand after her illegal 
crossings into Burma in the late 1980s, she 
switched her focus to Burma’s other bor- 
ders. Traveling by bus, mule and on foot 
through the jungles with an iron determi- 
nation to see and document the lives of the 
people fleeing persecution, she has been 
adopted by several ethnic groups as one 
of their own. 

However, Ms. Mirante has been clear 
in her desire not to be limited to any one 
group, and her book reflects that integrity. 
The Kachin Independence Organization, 
for example, “had done their best to draw 
me into their ranks, from my naming to 
the ceremonies, the uniform, the gifts.” 
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But she insisted on retaining a broad out- 
look, “so I could continue to be trusted by 
all of them.” 

Down the Rat Hole is packed with jew- 
els. My only criticism is that it has taken 
Ms. Mirante so long to bring it out—pub- 
lished this year, it tells of her adventures 
underground on Burma’s frontiers a de- 
cade ago. But that does not detract from 
its power. For anyone interested in Burma, 
India, China, human rights and adventure, 
this book is not to be missed. 


CHINA’S RISE IN ASIA: 
PROMISES AND PERILS 
by Robert G. Sutter 
Rowman and Littlefield, 297 pages, 
$69/$24.95 
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Reviewed by HuGo RESTALL 


HE MOST INTERESTING issue in 
Ching’s rise is not the increase in 

power itself. Yes, the speed and 
extent of its military modernization does 
spark plenty of debate among specialists. 
But the fact that China is going to become 
a true great power within the next decade 
or two can be taken as a given. The real 
question is how Chinese leaders intend to 
use that power. 

The past is our only clue to predicting 
this future. But which past to look at? To 
oversimplify, one camp of analysts either 
looks to China’s past behavior as Asia’s 
“Middle Kingdom,” and foresees a self- 
confident state which is not expansionist 
and prefers to exercise leadership by what 
we now call soft power, or else believes 
that China will learn from the mistakes of 
previous rising powers. 

The other camp rejects the idea of Chi- 
nese exceptionalism and focuses instead 


ow Mr. Restall is the editor of the REVIEW. 


on the history of other rising nation-states 
in the modern system. The pessimists also 
look at the country’s recent history of try- 
ing to undermine U.S. interests at every 
turn and conclude that today’s more prag- 
matic leaders are only masking their true 
inclinations. 

Robert Sutter, a professor at George- 
town University and a former analyst for 
the cIa and the Congressional Research 
Service, is perceived by some in Washing- 
ton to belong to the former group. For in- 
stance, Thor Ronay, a China specialist and 
president of the International Assessment 
and Strategy Center, called him an “infa- 
mous panda hugger.” Panda hugger is the 
standard epithet Washington’s most para- 
noid China-threat theorists, self-identified 
as the “blue team,” use to denigrate anyone 
they perceive as being soft on Beijing. 

Some would wear that title as a badge 
of honor. The hatred he evidently inspires 
might raise hope that Mr, Sutter would 
take a strongly opinionated stance in his 
new book. Sadly this is not the case. Here 
is a dry and highly footnoted survey of 
China’s recent interactions with other 
great powers and neighboring regions, 
based on a mass of interviews with the 
region’s security specialists in 2004—the 
kind of cautious report typical of CIA ana- 
lysts. Nevertheless, for the dedicated read- 
er there is a message here, and it is hardly 
one that you would expect from a “panda 
hugger.” 

To the extent that Mr. Sutter is will- 
ing to tip his own hand, he portrays him- 
self as a moderate who remains skeptical 
of China’s peaceful intentions. He does so 
by acknowledging the worrying aspects 
of Chinese behavior, but at the same time 
pointing to the country’s rapid change and 
responsiveness to outside incentives: 


A third group of specialists, including this 
writer, tries to find a middle ground but 
in the end sees continued anti-U.S. ten- 
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dencies in Chinese policy that currently 
are held in check by circumstances, es- 
pecially the effective use of U.S.-predom- 
inant power and influence in Asia. China’s 
strategy in Asia is seen as contingent and 
U.S. power and policies play a big role in 
determining Chinese policy in the region. 


Anti-U.S. rhetoric has been muted in re- 
cent years, but Mr. Sutter sees this as a tac- 
tical move, rather than a shift in strategic 
thinking. Or at least it is too early to say 
whether Chinese leaders have really in- 
ternalized the values of the international 
system they are now participating in more 
enthusiastically. 

Moreover, elite attitudes toward the 
U.S. have long been negative, and will 
likely remain so. America is perceived as 
China’s No. 1 adversary in the world, and 
the official educational system and me- 
dia peddles anti-American sentiment of 
varying degrees of intensity. The author 
reminds us that only a few years ago the 
mainstream Chinese media was portray- 
ing the U.S. as the equivalent of Nazi Ger- 
many and President Bill Clinton as a new 
Hitler because of the naTo-led interven- 
tion in Kosovo. 

In fact, itis striking that many of the ac- 
cusations leveled at the U.S. fit the Chinese 
elite rather better: Cold War thinking, lack 
of understanding of the other side’s system 
and searching for a new adversary. They 
tend to “think of power and influence in 
the region in zero-sum terms,” and assume 
that others do so too. American concern 
about human rights is interpreted as an 
effort to subvert Beijing internally by en- 
couraging dissident and separatist forces. 
When one country projects its own under- 
standing of the world onto another this is 
known as “mirror imaging.” China’s lead- 


ers are as guilty of this as anyone else, and 
perhaps more so because there is less self- 
awareness. 

A decision has clearly been taken at the 
highest levels to focus pressure on the Tai- 
wan issue and downplay other sources of 
friction in the relationship with the U.S. 
This has gradually filtered down to the 
lower levels of government and the media. 
The approach fits in well with Deng Xiaop- 
ing’s directive that China should bide its 
time, avoiding conflict while it builds its 
economic and military power. Efforts to 
marginalize the U.S. within Asia continue, 
but in quiet ways that fly “under the radar” 
of most policy makers in Washington. 

Engagement with the U.S. is a means to 
an end, rather than an end in itself. Thus 
there is little basis for optimism that Chi- 
na is truly changing. As Mr. Sutter says, 
“Though muting differences with the 
United States, Chinese leaders still seemed 
driven by many of the nationalistic goals 
and foreign policy strategies that char- 
acterized Chinese behavior in Asia for 
decades.” Moreover, the Taiwan issue re- 
mains key to the relationship: 


In particular, the PLA buildup opposite 
Taiwan is inconsistent with the peaceful 
approach and has direct negative conse- 
quences for U.S. interests. It will be hard 
for many Americans in and outside of gov- 
ernment to accept China’s peaceful ap- 
proach wholeheartedly until China makes 
clear how the peaceful approach will curb 
Chinese military buildup focused on Tai- 
wan and possible U.S. intervention in a 
Taiwan contingency. 


Mr. Sutter gives credit to the Bush ad- 
ministration for “effective U.S. use of 
power and influence to keep assertive and 
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disruptive Chinese tendencies in check 
and prevail upon China to limit empha- 
sis on differences with the United States.” 
The fact that the Bush administration was 
prepared to allow bilateral relations to 
worsen actually seems to have convinced 
Beijing that it needed to take more initia- 
tive to strengthen ties. That is in contrast 
to the Clinton administration, which often 
gave ground so readily that Chinese poli- 
cy makers were encouraged to think that 
Washington had no bottom line. 

Nevertheless, were the U.S. to push too 
hard in the direction of outright contain- 
ment, treating China as an emerging en- 
emy, that could lead to a major rethink 
in Beijing and thus become a self-fulfill- 
ing prophecy. Moreover, it risks alienat- 
ing other Asian countries, including U.S. 
allies, which have been trying to get Chi- 
na to engage with them on security mat- 
ters such as territorial disputes. They are 
quite pleased with the progress so far, and 
would not be receptive to moves that upset 
the apple cart. The U.S. could end up iso- 
lating itself in Asia, rather than contain- 
ing China. 

Actually, the U.S. remains in a strong 
position in Asia, and it only has to play 
its cards reasonably skillfully to retain 
its role as balancer and guarantor of sta- 
bility while managing the rise of China. 
Beijing’s current pragmatic policies reveal 
that it understands this. Moreover, the Hu 
administration has become more active in- 
ternationally since the writing of this book. 
A flurry of overseas trips by Hu Jintao 
and the revival of Zheng Bijian’s “peace- 
ful rise” mantra are certainly encouraging. 
Even if this generation of leaders has not 
internalized the values of engagement, fu- 
ture leaders are benefiting from exposure 
to international institutions at more for- 
mative stages of their careers. This is one 
reason for guarded optimism. 
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HENRY R. LUCE, TIME, 

AND THE AMERICAN CRUSADE IN ASIA 
by Robert Edwin Herzstein 
Cambridge University Press, 

368 pages, $32 
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Reviewed by JONATHAN MIRSKY 


OBERT EDWIN HERZSTEIN, pro- 
fessor of history at the Univer- 

sity of South Carolina, wants us 
to know something especially redemptive 
about Henry Luce (1898-1967)—the cre- 
ator of Time, Life, and Fortune magazines, 
confidante of Presidents Roosevelt, Ken- 
nedy, Johnson, and Nixon, and husband of 
the equally formidable Clare Boothe Luce. 
“Luce was the prophet of the Marshall 
Plan and the Peace Corps,” Mr. Herzstein 
writes, “and it was he and Time that first 
spoke of the New Frontier and the Great 
Society.” He quotes with approval a judg- 
ment that, had Luce been less crazed about 
Communism, “There would have been no 
Korean War, no Vietnam War.” 

These are big, uncluttered claims of the 
kind, I’m afraid, that rarely explain the 
subject at hand. 

Luce was indeed a prophet of sorts: He 
perceived early how terrible communism 
was and would be in China and the Sovi- 
et Union, and he was right to belabor the 
point while others—including some of his 
own star writers, like Teddy White, and 
his Harvard teacher John King Fairbank— 
misunderstood what Mao was up to. 

Luce’s errors, however, were gigantic: 
He was wrong on Chiang Kai-shek, Korea, 
Mao, Ho Chi Minh, and the Sino-Soviet 
axis. He was wrong about the extent of 
the communist menace inside the United 
States, and he pursued the bogus question 
about “Who lost China?” with a reckless 
tenacity. It was common among liberals 
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to deride Luce. Mr. Herzstein parades be- 
fore us a gallery of unpleasant creatures all 
championed at some point by Luce. These 
include Joseph McCarthy, Louis Budenz, 
Wesley Fishel, Alfred Kohlberg, Wal- 
ter Judd, Geraldine Fitch and J. Parnell 
Thomas—nowadays almost forgotten. 

From 1950-60, these grotesques so dis- 
torted the communism they hated that they 
almost wrecked America’s scholarship and 
diplomatic expertise on China. For years 
they made it perilous in some quarters to 
think seriously about what communism, 
especially in Asia, was all about, and Luce 
was a partner to their paranoia. As Mr. 
Herzstein rightly observes, Luce’s dream 
of an American empire “meant that ev- 
eryone from the Shah of Iran to Franco of 
Spain was a welcome partner, to be defend- 
ed and excused in the interest of building 
an anti-Communist alliance.” 

Born in China to missionary parents, 
like many others of that background he 
sought all his life to recapture his child- 
hood realities and fantasies, and railed 
against those who kept him from return- 
ing to his China of lost content. He had, he 
said, “made a lifetime commitment to the 
advancement of Christianity in China.” To 
have given that up, he added, would be to 
have “lived for nothing.” 

Early in his publishing career, Luce “ac- 
quired a lifelong loathing of the practices 
of communism in Russia,” a hatred which 
would extend, yet more venomously, to the 
Chinese communists as well. That is why 
he latched on to Chiang Kai-shek and his 
wife, a Chinese Clare Boothe Luce in looks 
and drive, first on the mainland and later 
in Taiwan. 

It was his tragedy never to see the cre- 
ation of the democratic China for which 
he had always longed. “To him, America 
belonged to China,” Mr. Herzstein writes, 
“so when America failed to save China, Lu- 
ce’s anger knew few bounds.” It was this 
fury, the rage of the frustrated child with 
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unlimited funds, which drove Luce to en- 
courage Whittaker Chambers, who turned 
out to be essentially right about Alger Hiss; 
Joe McCarthy, who destroyed many a ca- 
reer and a few lives; and Richard Nixon, 
who owed everything to Chambers. 

Fuelled by the Who Lost China mania, 
Luce let an infantile rage lead him as he 
falsified and distorted the reports of his 
correspondents in China and later Viet- 
nam. He thus persuaded millions of read- 
ers, for a period of time, that things were 
either much better in Asia (or much worse) 
than the facts warranted. Although Mr. 
Herzstein, who has written an earlier bi- 
ography of Henry Luce, overstates Luce’s 
importance, it is true that for years “ev- 
eryone,” so to speak, read Time, looked at 
Life, and relied on Fortune. In 1947, Luce’s 
publications reached 30.5 million readers. 
That year Life grossed $100 million, with 
Luce’s shares worth $30 million. Equiva- 
lent sums today would make Rupert Mur- 
doch dizzy. 

Mr. Herzstein does well to remind us 
that “at home, almost every major politi- 
cian of the age courted Luce and foreign 
heads of government were available. Luce 
was a major force within the Republican 
Party between 1940 and 1964.” During 
Lyndon Johnson’s presidency, however, he 
supported that Democrat, loved to listen to 
his tedious monologues, and repeated and 
reheated the White House lies that kept 
America in a war it was always doomed 
to lose. 

The facts that Mr. Herzstein presents in 
his often pell-mell prose are plain enough 
to demonstrate how influential and danger- 
ous Luce was without bolting on to him the 
nearly supernatural powers of persuasion 
that the author implies. Luce encouraged 
his readers to think that Chiang Kai-shek 
could “save China,” and that Bao Dai and 
Ngo Dinh Diem could do the same in Viet- 
nam. In between, however, he completely 
underestimated Chinese power in Korea 
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and saw Senator McCarthy and President 
Nixon disgraced. It is to the credit of Amer- 
icans, fans of the Luce publications that 
they were, that in the end they refused to 
go down the whole trail with Luce, wheth- 
er in China, Korea or Japan. 

Where did that trail lead? Luce “specu- 
lated about incinerating Russia with one 
thousand (or five thousand) atomic weap- 
ons.” The rationale, as he saw it? “We are 
in anew era, damn it. We are not going to 
end war without practicing it some more— 
and living with it,” he said. 

I have always thought that Luce’s jour- 
nalism, setting aside the superb photog- 
raphy in Life and sometimes in Time, was 
either mediocre or appalling, and that we 
were lucky to survive his political influ- 
ence and views. I cannot, therefore, un- 
derstand Robert Herzstein’s penultimate 
clause: Luce’s “journalism is replete with 
inspiring achievements.” How inspiring? 
And the final words in this very infor- 
mative book are inadequate: Luce’s “last 
chapters tell a cautionary tale.” Hardly 
cautionary. Terrifying, perhaps, and not 
just the last chapters. 


THUNDER FROM THE SILENT ZONE: 
RETHINKING CHINA 
by Paul Monk 
Scribe, 320 pages, A$35 





Reviewed by KIN-MING LIU 

KNEW THIS BOOK would be 
banned in China even before I 

started reading it. The fact that 
Paul Monk dedicated his book to “the tens 
of millions of victims of communism in 
China: those executed, tortured, starved 
to death, sent to forced labor, imprisoned, 


=- Mr. Liu is a Washington-based columnist for 
Hong Kong’s Apple Daily. 


abused, and deprived of the most elemen- 
tary human rights, all in the name of ‘rev- 
olution,” would suffice. Not to mention 
that the author also invokes some notori- 
ous names in the eyes of Beijing: “To Wei 
Jingsheng, Peng Mingmin, and Martin 
Lee Shuming. May their cause prevail.” 

Mr. Monk, formerly the head of China 
analysis at the Australian Defense Intelli- 
gence Organization and currently a prin- 
cipal at Austhink, a consultancy based in 
Melbourne, derives the title of his book 
from apiece of graffiti in Beijing after June 
4, 1989. The original source is a1934 poem 
by Chinese writer Lu Xun: 


Ten thousand ashen faces stare mutely 
from the undergrowth. 

Who will give them a voice; pour out their 
sorrows to the Earth? 

My heart aches for the unending tribula- 
tion of my land; 

And in its very silence I hear the rumble 
of thunder. 


Mr. Monk says that Lu Xun used the ex- 
pression “thunder from the silent zone” to 
mean “explosive anger within a repressed 
society.” But Mr. Monk also refers to “the 
silent zone” as “too many people outside 
China avoid saying things that might cause 
offense to ‘China’ (almost always meaning 
offense to the Chinese Communist Party, 
which presumes to speak on behalf of the 
Chinese people),” particularly regarding 
human rights and Taiwan. Mr. Monk be- 
lieves the silence is intolerable and must 
be broken. 

Mr. Monk indeed breaks this supposed 
silence with a loud voice in the second part 
of his book, which is a compelling argu- 
ment that calls for Taiwan’s de jure inde- 
pendence. A paradigm shift is needed to 
re-examine a few fixed ideas on Taiwan, 
Mr. Monk asserts. It includes the assump- 
tions that “Taiwan is an inalienable part of 
China” and that “China will not under any 
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Too many foreigners avoid saying things that might offend 


China—particularly regarding human rights and Taiwan. 





circumstances accept the independence of 
Taiwan.” 

According to Mr. Monk, Taiwan had 
never been part of the Chinese empire 
before the Qing, an alien dynasty itself 
whose progenitors invaded China from 
outside the empire’s classical borders. But 
even if Taiwan were truly part of China, it 
doesn’t matter since “empires and nation 
states do change both their boundaries 
and the nature of their sovereignty over 
time.” China’s claim of re-establishing for- 
mal sovereignty over Taiwan “can stand 
only for as long as Beijing insists on it and 
demands that everyone else agree.” 

A principle laid down by Mr. Monk pro- 
vides a sound rallying point for Taiwanese 
independence: Empires have no irrevoca- 
ble claim to their provinces or territories. 
“If they did, China would have had no ba- 
sis for reclaiming Hong Kong Island from 
the British Empire after having ceded it in 
perpetuity,” he writes in anticipation of a 
Chinese rebuke. 

Mr. Monk cites two more examples to 
support his point. First, Ireland, ruled 
from London for longer than Taiwan was 
ever part of the Chinese empire, claimed 
independence from the British crown in 
the 1920s. Second, the northern part of 
Vietnam, occupied by the Chinese for a 
thousand years (a period of time incom- 
parably longer than that in which Taiwan 
was in any sense integrated with the Chi- 
nese empire), might be deemed part of 
China on this basis. 

Mr. Monk challenges another unex- 
amined assumption: China’s national in- 
terest and dignity as a nation-state would 
be harmed if it was to accept the inde- 
pendence of Taiwan. Just the opposite, 
he argues: “China’s national interest and 
dignity would be better served by coming 
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to terms with Taiwan’s independence and 
developing a new, nonsovereign relation- 
ship with it.” 

How so? There are four major advantag- 
es China would gain: Taiwan could be con- 
verted from an enemy to a friend; a serious 
source of Sino-American tension would 
be removed; other Asian countries would 
feel significantly less apprehensive about 
the rise of China; and a constructive dia- 
logue could begin with Taiwan about how 
to bring about political reform in China. 

On the other hand, there are four major 
disadvantages China could suffer should it 
use force in an attempt to compel Taiwan 
to kowtow. These include the possibility 
that it could suffer a humiliating military 
rebuff, with serious political consequenc- 
es; and that it could find itself at war with 
its biggest market, the U.S. and its biggest 
investor, Taiwan. 

Mr. Monk calls China’s potential ac- 
knowledgement of Taiwanese indepen- 
dence the “Singapore gambit,” referring 
to the island state’s withdrawal from Ma- 
laysia 40 years ago in order to minimize 
communal strife within the unitary state. 
The beneficial consequences of the Sin- 
gapore gambit would be the “Australian 
outcome”—China and Taiwan can enjoy 
the kind of relationship the United King- 
dom and Australia have had since Brit- 
ain offered the Australian colonies full 
self-government over 100 years ago. The 
Singapore gambit is far more attractive 
to Taiwan than the “Hong Kong gambit,” 
which would entail the handing back of 
Taiwan to China. 

“It’s a great idea, what you’re suggest- 
ing, but it’ll never happen,” China scholar 
Ed Friedman told the author. While Mr. 
Monk agrees it is entirely possible that his 
outline will not materialize, he emphasiz- 
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es that he is not so much making a predic- 
tion as spelling out an alternative to the 
present impasse. 

While I applaud Mr. Monk’s effort in 
proposing such a bold and refreshing plan, 
which I wholeheartedly hope will materi- 
alize, I tend to agree more with his critics. 
They are doubtful, he claims, because of 
a combination of pessimism about China 
and a deeply ingrained assumption that it 
would not be in China’s interests. He says, 
“this is an attitude of mind redolent of Bill 
Jenner’s The Tyranny of History.” I do be- 
lieve Mr. Monk has convincingly shown us 
that it would be China’s gain to accept Tai- 
wan’s independence. In contrast, Mr. Jen- 
ner’s bleak book remains one of the most 
insightful theses on China’s nature. 

Perhaps unknowingly, Mr. Monk has 
himself stated the reason why it remains 
unlikely his proposal will ever come true. 
The arrangement would be to China’s ben- 
efit, but whether “it would be to the Com- 
munist Party’s benefit is not quite so clear.” 
The Chinese Communist Party’s miserable 
record over the last 56 years doesn’t give 
one much confidence in it doing anything 
in the interest of the Chinese nation. 


LAW IN EVERYDAY JAPAN: 

SEX, SUMO, SUICIDES AND STATUTES 
by Mark D. West 
University of Chicago Press, 

256 pages, $65/$19 


~~ 


Reviewed by EMILY PARKER 
F YOU ACCIDENTALLY leave your 
laptop on the subway, why are 
you more likely to get it back in 
Tokyo than in New York? Why do they 
work such insanely long hours in Japan? 
And why might some Japanese jump in 
front of an oncoming train rather than 
face bankruptcy? à 


Western scholars and ordinary Japa- 
nese alike posit broad-brush “cultural” 
explanations to explain such phenomena, 
such as the dubious claim that employees 
spend the majority of their waking hours 
in fluorescent-lit offices because the Japa- 
nese “love to work.” Mark D. West debunks 
these lazy arguments by exploring the role 
that law plays in daily Japanese life. He re- 
veals that the roots of Japanese behavior 
can often be found in a combination of so- 
cial norms and legal institutions. 

Mr. West’s chapter on lost objects is the 
perfect illustration of how law shapes Jap- 
anese life. The country is, at least compar- 
atively, a “loser’s paradise.” In 2002, Mr. 
West notes, ordinary citizens voluntarily 
turned in to the police more than 10 mil- 
lion items and cash totaling $129 million. 
After Mr. West experimented with drop- 
ping mobile phones and wallets in New 
York and Tokyo, he came to the unsurpris- 
ing conclusion that it would be easier to 
recover a lost object in Tokyo. 

Are the Japanese just a particularly 
honest and altruistic people? Maybe. But 
more likely, this phenomenon has some- 
thing to do with the fact that Japanese law 
offers a simple system of carrots and sticks 
to reward those who turn in lost objects, 
as well as punish those who fail to return 
the goods. 

If the original owner fails to collect a 
found item, then the object is returned to 
the finder. And ifthe owner does come for- 
ward, he must pay the finder a reward of 
between 5% and 20% of the object’s value. 
Those who don’t turn in found objects are 
guilty of embezzlement and could face a 
stiff fine and even imprisonment. By con- 
trast, the U.S. legal regime for lost prop- 
erty is complicated and unpredictable. 

Inaseparate chapter, Mr. West examines 
why Japanese working hours have been 


oo Ms. Parker is an editorial writer at The Wall 
Street Journal Asia. 
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much longer than those in other indus- 
trialized countries. This is not exclusive- 
ly due to Japanese law, the author admits. 
Organizational structure, time-consuming 
meetings and societal pressures have arole 
to play. But labor law has also been partly 
to blame for long work days. 

Mr. West describes how a judicially 
created nondismissal policy hindered the 
ability of employers to legally dismiss em- 
ployees, and thus employers couldn’t ad- 
just the number of workers in accordance 
with the workload. This meant that work- 
ers could have to work extremely long 
hours in periods of need: 


Beginning with a series of cases that arose 
in the 1950s, Japanese courts regulated 
the employment market to such an extent 
that it became practically impossible for 
most businesses, or at least large ones, 
to fire workers. As a consequence, large 
Japanese firms hired a smaller number of 
workers than were necessary. 


The chapter about debt-suicide suggests 
that insolvency law in Japan can become a 
matter of life and death. In a culture where 
the stigma of insolvency can surpass the 
stigma of suicide, some Japanese choose 
the latter. Thus the introduction of a rela- 
tively new “civil rehabilitation” law as an 
alternative to bankruptcy may have actu- 
ally saved lives. The newer system is free 
of some of the formal sanctions such as 
disenfranchisement that are attached to 
bankruptcy, and generally lacks the same 
stigma. “The reason that I chose civil re- 
habilitation over bankruptcy is simple: I 
didn’t want to be branded as someone who 
was bankrupt,” one of Mr. West’s inter- 
viewees explains. 

Civil rehabilitation is also considered 





more efficient than bankruptcy. As an- 
other debtor explains, “You just fill out the 
forms and you’re basically done.... Bank- 
ruptcy is completely different; it’s all about 
who gets what and how much blood they 
can suck out of you. And it takes forever, 
like a pulling a bandage off your arm one 
millimeter at a time.” 

Mr. West assiduously avoids blanket 
conclusions, instead describing a com- 
plex relationship between law and social 
norms. In his discussion of responses to 
karaoke noise pollution, for example, he 
writes: “Decisions to sue, complain or set- 
tle are a function not of one single factor 
but of a complex calculus of institutionally 
determined costs and social capital.” 

Those looking for easy answers to Japa- 
nese enigmas may be disappointed by the 
author’s carefully hedged conclusions. But 
for the most part, this book should appeal 
to scholars and nonacademics alike. Mr. 
West’s lively anecdotes and sharp writing 
make for an interesting read. In the chap- 
ter on “love hotels,” for example, the author 
embarks on a lengthy discussion about the 
history of these popular retreats where cou- 
ples seeking privacy and anonymity can pay ' 
for a two-hour sojourn in a room with mir- 
rored ceilings and/or a Cinderella theme. 
One hardly has to be a student of Japanese 
law to find such material entertaining. 

Bookstore browsers will hopefully not 
shy away from this worthwhile read sim- 
ply because the author made the brave de- 
cision to try to sell a book with the words 
“Japan” and “law” in the title. Mr. West 
not only offers insight into Japanese soci- 
ety, but also raises larger questions about 
the relationship between social norms 
and legal institutions, while highlighting 
the pervasive role that law plays in every- 
day life. l M 
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A MORE PEACEFUL SOUTH 
By Rodney Tasker 
Vol. 126, No. 41, Oct. 11, 1984, Page 28 

HE SLOGAN PEACEFUL south, 
or tai rom yen, is seldom heard 

in southern Thailand these days. 
The three words comprised the central 
theme of a psychological campaign con- 
ducted by Gen. Harn Linanond, who left 
in October 1983 after two years as com- 
mander of the southern-based Thai 4th 
Army. The concept of tai rom yen—a cam- 
paign urging all southerners to join the au- 
thorities in their battle to rid the region of 
communist and Muslim guerrillas and en- 
demic crime—was widely popular; so was 
Gen. Harn. 

Gen. Harn, who has since retired from 
the army and is gearing up to enter poli- 
tics (REVIEW, 27 Sept.) is still remembered 
fondly by the 4th Army’s officer corps and 
the villagers, farmers, businessmen and lo- 
cal government officials among whom he 
used to move about urging them to clean 
up the south. 

But across the border in Malaysia, gov- 
ernment and military officials make no at- 
tempt to hide their relief that he is gone. 
The outspoken, politically ambitious Gen. 
Harn repeatedly criticized the Malaysian 
authorities for goading the Thai army into 
more serious operations to stamp out the 
Communist Party of Malaya (CPM) sanc- 
tuaries in southern Thailand, but refus- 
ing—officially, at least—to help the Thais 
eliminate Thai Muslim separatists, termed 
“bandits” by Bangkok. 


==- Mr. Tasker, a Thailand-based journalist, 
wrote for the REVIEW for more than 30 years . 


The Malaysians are happy that those 
days of often-strained relations are over. 
Gen. Harn was replaced as 4th Army com- 
mander by his former deputy, Lt. Gen. 
Wanchai Chitchamnong, who constantly 
stresses the need for more cooperation 
with Thailand’s southern neighbor, both 
militarily and economically. 

Since he took command, there has hard- 
ly been a public word on the sensitive is- 
sue of Malaysia’s reluctance to be seen to 
be moving to prevent Thai Muslim guer- 
rillas from using its territory as sanctuary 
or even, as Gen. Harn would have liked, 
to treat both the communist and Muslim 
guerrillas as a common enemy. 

Gen. Wanchai himself pointed this 
out in an interview with the English-lan- 
guage Bangkok World newspaper in Jan- 
uary, saying that Gen. Harn had tried to 
push Malaysia to admit that Thai Mus- 
lim guerrillas were the common enemy of 
both countries. This had adversely affect- 
ed good relations between the two Asean 
partners. 

Gen. Wanchai added, however, that 
Malaysia had “unofficially” helped Thai- 
land against the Muslim guerrillas, partly 
by trying to persuade sympathetic Mus- 
lim countries in the Middle East—some 
of whom provide the Thai Muslim groups 
with funds and military training—to un- 
derstand the Thai situation more fully. 
“These secret campaigns have been very 
helpful,” said the general. 

Whether or not Kuala Lumpur would 
like to give more substantial help to the 
Thais in their campaign against the Mus- 
lim separatists, the Malay-dominated 
government feels hamstrung for political 
reasons. 


s eennee 


L 








The 500 or so Muslim guerrillas, 
grouped mainly under the Patani United 
Liberation Organization and the Barisan 
Revolusi Nasional, largely may have lost 
sight of their original dream of carving 
an independent Muslim state comprising 
Thailand’s four southernmost provinces, 
having turned recently to more profitable 
kidnapping and protection-money rackets, 
but they are still Muslims. And the United 
Malays National Organization (UMNO), the 
leading party of the National Front gov- 
ernment in Kuala Lumpur, does not want 
to give ground to the main Malay oppo- 
sition party, Parti Islam, which already 
challenges umNo’s Muslim credentials. 

So Gen. Wanchai is focusing on coopera- 
tion with the Malaysians against the CPM, 
whose forces, using jungle bases in south- 
ern Thailand, are estimated to number no 
more than 1,500 now after a trickle of sur- 
renders to the Thai authorities over the past 
three years. There have been several army 
operations this year, mainly in the Betong 
Salient in Thailand’s Yala province, where 
the cpm has its 1,000-strong hardcore 12th 
Regiment.... 

Despite earlier skepticism as to the 
Thais’ commitment, the Malaysians now 
appear to appreciate that Thai forces are 
taking casualties in a campaign against an 
organization sworn to overthrow the gov- 
ernment in Kuala Lumpur, not Bangkok. 
One Malaysian official commented: “We 
know the cost to the Thai armed forces 
and the casualties they have taken. I think 
the Thais are doing very well indeed.” 

The Malaysians also appreciate Gen. 
Wanchai’s desire for cooperation at all 
levels by comparison with Gen. Harn, 
whom they considered too outspoken and 
politically ambitious. Yet Thai-Malaysian 
cooperation stops short of the combined 
operations in the south which took place 
several times in the time before Gen. Harn 
took over. Gen. Wanchai may be more 
amenable as far as the Malaysians are 





From the Archives 





www.feer.com 


concerned, but the Thais are still wary of 
agreeing to Malaysians taking part in op- 
erations on Thai soil again... 

Meanwhile, economic cooperation be- 
tween Thailand and Malaysia, designed 
primarily to whittle away the cpm’s sup- 
port among economically deprived Thais, 
has been stepped up. Under a program 
called social economic development co- 
operation, Thai and Malaysian border 
provincial authorities offer each other 
economic assistance when needed. 

For instance, the authorities in Malay- 
sia’s Kedah state have supplied water to 
Thailand’s neighboring Songkhla province 
when it is needed, and the Thais have sent 
sugar to the Malaysians in a similar fash- 
ion.... A lighthouse has been built off Thai- 
land’s Narathiwat province to assist both 
Thai and Malaysian fishermen. 

But the number of Malaysians visiting 
Thailand—normally around 600,000 an- 
nually—is down this year partly because 
the Malaysian government has tightened 
restrictions on passes into Thailand for 
Malaysians living in border areas. Some 
Malaysians also are reported to have been 
scared off after reading about two inci- 
dents in July: In one, a coachload of Ma- 
laysian tourists was robbed at gun-point 
in the heart of Haadyai, the southern Thai 
city to which many Malaysians head for 
massage parlors and other facilities not 
available in their homeland. 

In the other, Thai commercial motor- 
cyclists began to stone Malaysian taxis 
dropping passengers off at the Malaysian 
border post of Bukit Kayu Hitam, facing 
Thailand’s Songkhla province, after some 
of the motorcyclists were arrested by Ma- 
laysian officials for crossing the border to 
pick up passengers for the half-mile jour- 
ney to Thailand. But whatever the hiccups 
in relations at ground level, it appears 
government-to-government cooperation 
has never been better than over the past 
year. w 
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Li Family Nightmare 


THE OCTOBER ISSUE of CFO Asia maga- 
zine ranks almost 500 Asian companies 
on their five-year record of creating val- 
ue for shareholders, adjusted according 
to country and industry. Our eyes al- 
ways go to the bottom of such rankings 
to see who are the poor sods who are be- 
ing named and shamed. Dead last at No. 
462 was PCCW, which is hardly surpris- 
ing given how many angry shareholders 
Richard Li has left in the wake of his lat- 
est superyacht. But it’s interesting that 
daddy, aka “Superman,” didn’t do much 
better. Cheung Kong was ranked No. 453 
and Hutchison Whampoa at No. 457. It 
seems that forays into 3G have dragged 
the entire Li family into the ranks of the 
value destroyers. Meanwhile the likes of 
Wharf (No. 13) and Swire (No. 11) are sit- 
ting pretty. A few years ago, who’d have 
thunk it? 
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Asian & Biblical Studies Journal 


ASIAN STUDIES PROFESSORS are sometimes 
accused of being overly jesuitical in their 
academic cloisters, but it has always been 
meant figuratively. Until now. Some read- 
ers of the Journal of Asian Studies got a 
shock when they opened the May issue and 
delved into... treatises on Biblical theology?! 
Apparently the printer accidentally re- 
placed the first 22 pages with a section of 
the journal Ancient Christian Commentary 
on Scripture. Deo gratias, the editors have 
ordered up a new print run, so readers will 
not miss out the delights of “Taiwan: A Pe- 
riphery in Search of a Narrative” and “Pi- 
rates, Pelts and Promises: The Sino-Dutch 
Colony of Seventeenth Century Taiwan and 
the Aboriginal Village of Favorolang.” 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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What does 
it take to 
profit in 
China? 


After two decades as a journalist moy 
corporate executive & key insider l DAR 
James McGregor knows better than : 
anyone how to work the system. 


“Mise advice for those who would 
be part of t—advice to be ignored 
only at their peril” 


~an ergin, bestselling author 
of The Prize 


‘With his extensive hands-on 
experience in China and his 
formidable story-telling skills, his 
book 1s tilled with valuable lessons 


and advice.” 
— Dr. Heny Kissinger 


‘This Is a defining book on how to, 
and how not to do, OUSINESS In 
China.” 
—Thomas Donohue. President and CEO. 
US. Chamber of Commerce 


WALL STREET JOURNAL BOOKS 
The mast hogored writers. 





WALL 

STREET 

JOURNAL 
BOOKS 






The WB Street boars at Journal Books 
ope ate tradsniarhs af DOW 3 


Published by Simen & Schesir 





The sudden disappearance 


of worldly cares. 


It’s our pleasure. 


THE RITZ-CARLTO) 





FAR EASTERN 
ECONOMIC 


REVIE 


DECEMBER 2005 VOL. 168 No. 11 US$15._ 


= The Mystery of © 
ina’s Sinking Stoch 


Weijian Shan PAGE 5 









ee as Not Hubris, Will Make India Great 


Omkar Goswami PAGE 12 


America Dumps on Free Trade 
Greg Rushford PAGE 18 


What India Can Learn From Hong Kong Barun S. Mitra PAGE 24 
_ After Harbin: China’s Thirsty Future Václav Smil PAGE 29 : 
‘aiwan’ s Voters Bring Back the Blues Shelley Rigger and John F. Copper PAGE 34 
The Chill Wind of Korean Xenophobia Kim Wan-soon and Lee Y ou-il PAGE 41 
2 =< A Chance to Reshape Pakistan Brahma Chellaney PAGE 47 
. _ Remembering The War—Japanese Style Kiichi Fujiwara PAGE 51 


Burma’s Road to Peace Jared Genser PAGE 56 


a 


| . REVIEWS ——— 

til Lintner ON A WARNINGOF = Kerry Brown on ESSAYS ABOUT | = 
BANGLADESH COULD BECOME CHINA’S LITTLE-UNDERSTOOD SEENE. 
W AFGHANISTAN PAGE 62 PRIVATE SECTOR PAGE 66 = 
lillman ON AN ANALYSIS Phar Kim Beng ON AN INSIDE LOOR = 
IJING’S FAILURES IN AT AL QAEDA’S SHOCK Troorsin ==, 


LOPING TIBET PAGE 64 INDONESIA PAGE 70 Re o 








Imagine 


All the Resources of The Wall Street Journal’s 
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China is re-shaping our world. “===. 
And none of us can afford to ignore it. 
Whether or not your company does business in China or faces Chinese 

competition, you need the best intelligence about this economic powerhouse. 


Introducing The WSJ Briefing - China Business 
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| some EDITOR | 


S I WRITE this, masses of Korean farmers are on the street 
below the REVIEW office, battling Hong Kong police as they 

“protest” the meeting of the World Trade Organization. Fortu- 
nately for me, it’s all happening several miles away—like many of Hong 
Kong’s office workers, I’m telecommuting from home during the wTo. 
Some wise souls left the city entirely for the duration of the confab. 

For those of us who can’t leave, it’s been a quick course in the ironies 
of trade politics. In a free port which has gone from poverty to afflu- 
ence in a single generation, organizations supposedly dedicated to the 
welfare of their own country’s poor deliberately ignore the evidence of 
globalization’s promise all around them. 

For instance, Oxfam, an organization that once concerned itself with 
hunger, has joined the “fair trade” bandwagon. As a warmup to its WTO 
protests, the group released a report slamming developed country sub- 
sidies on cotton, which supposedly disadvantages farmers in China’s 
northwest Xinjiang region. While subsidies indeed destroy wealth, this 
is not for the reasons Oxfam cites. The group seems to want to trap Chi- 
na’s farmers down on the land much as Mao Tse-tung once did. 

For starters, growing a water-intensive crop in an arid region fast ex- 
hausting its aquifers is irrational, as Vaclav Smil shows in this month’s 
essay on water woes. But more to the point here, does it really make 
sense to encourage developing countries to see themselves as victims of 
trade, and the negotiations as a zero-sum game? As Barun Mitra writes, 
countries like India have to come to their own conclusion that unilateral 
lowering of trade barriers is the path to prosperity, regardless of how 
the already rich countries fail to live up to their own preaching. 

The process of negotiating tariff reductions still has some way to 
go. But already some of the main impediments to unfettered trade are 
more insidious, such as ad hoc antidumping and safeguard sanctions. 
The U.S., supposedly the world’s leading champion of free markets, has 
been setting a terrible example in this area. Greg Rushford exposes how 
Washington makes up the data needed to keep out competitive Chinese 
products on behalf of domestic companies. The irony is that the Ameri- 
can companies often buy from China too; they just want the government 
to protect their own middleman role by bleeding consumers. 

Ultimately that is the true story of all the vitriole directed at the 
WTO and free trade. Behind each batch of protesters, there is an inter- 
est group devoted to protecting its own bottom liné at the expense of 
others. For them, trade is truly a zero-sum game. 

H.R. 
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Ba Jin’s Struggle for Freedom 


IN THE NOVEMBER 2005 issue of the RE- 
VIEW Geremie Barme’s feelings are hurt 
that Ba Jin, one of the greatest Chinese 
authors, didn’t do what Mr. Barmé want- 
ed. Mr Barmé admits that while he wrote 
for the Communist Party’s newspaper, Ta 
Kung Pao, he published “veiled, though 
fairly obvious essays.” Mr Barmé, never 
in any danger in China, chastises Ba Jin 
for his “egregious circumspection.” This 
is untrue. Mr Barmé concedes that Ba Jin 
wrote a remarkable essay saying that all 
Chinese bore some responsibility for what 
happened in the Cultural Revolution, 
and urged that there should be a memo- 
rial museum. He concedes too that Ba Jin 
wrote a letter supporting the Tiananmen 
students, a dangerous act. He does not say 
that in 1993 Ba Jin was one of the 32 sign- 
ers of a petition criticizing the revival of 
the Mao cult. 

I’m sorry Mr Barmé, a considerable 
expert on Chinese intellectuals, is disap- 
pointed in Ba Jin. Never mind. Ba Jin’s 
reputation as a mighty struggler for free- 
dom in China remains as high as ever. 

Jonathan Mirsky 
London 


Reputation, What Reputation? 


READING PROFESSOR Jerome Alan Co- 
hen’s article (China Trips Up Its Barefoot 
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Lawyers, REVIEW, November 2005) makes 
me feel so sick at the worst mentality of 
the commingling of Chinese culture and 
communist ideology. A baffled Mr. Cohen 
asked several questions in the end but ap- 
parently couldn’t get any answer from 
Zhou Yongkang, China’s minister of pub- 
lic security. Mr. Zhou and Hu Jintao, don’t 
care very much about China’s reputa- 
tion. They, however, do care very much 
about their regime’s survival. It’s a case of 
“the end justifies the means.” 

The party, the government and the mil- 
itary are Messrs. Zhou and Hu’s tridentate 
power base. Pregnant wives, desperate 
husbands, and their forcibly aborted ba- 
bies are certainly not their constituency. 
Therefore, it clearly doesn’t have to in- 
volve espionage, democratic groups, or 
Falun Gong believers. If the Internet and 
foreign media want to harm China’s “repu- 
tation”? Well, shut them outside! 

Samuel Wu 
Taipei 


The Chosen One 


WITH REFERENCE TO Hal Hill’s article 
“Four Men Who Changed Indonesia” in 
the November edition of the REVIEW, there 
is a saying “ ... an average leader can lead 
when times are good, real leaders emerge 
in tough times....” I am pretty sure that 
Boediono is fit for the job as Indonesia’s 
new minister of finance, as is also hoped by 
my fellow economist colleagues, many of 
whom are non-Berkeley graduates, I might 
add. Mr. Boediono is one Indonesian econ- 
omist who is really sincere about the fu- 
ture of our country’s economy. 
Bob Widyahartono 
Jakarta 
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The Mystery of 
China’s Sinking Stocks 


by Weijian Shan 


MN Kray 


T IS ONE of the greatest 
paradoxes of the Chi- 
nese economy that its 
stock market, called the 
A share market, has lost 
half of its value in the past five years, while 
the economy has grown by 50%. Many at- 
tribute the stock market decline to the 
“overhang” problem. Until recently, two- 





thirds of all the shares of companies listed 
on China’s stock exchanges were “tempo- 
rarily nontradable,” but there had been re- 
peated indications that these shares would 
be freed up sooner or later. Some argue 
that it is such a prospect that depresses the 
market because of the fear these hitherto 
nontradable shares will flood the market 
once freed up. 

It is against this background that the 
regulators launched, around the middle of 
2005, “share reforms” aimed at resolving 
the overhang problem by making nontrad- 
able shares tradable. This, undoubtedly, is 
the right decision, as the existence of a 


large amount of nontradable shares is an 
anomaly for any market. However, the be- 
lief that the so-called overhang was the 
chief culprit of the dismal performance of 
the stock market has led to measures to 
monetarily benefit tradable shareholders 
in the process of converting all shares into 
tradable shares and to suspend capital 
raising. The hope is that happier share- 
holders and a frozen supply of stocks will 
help prop up stock prices. 

The real reason for the depressed A 
share market is more fundamental. A com- 
parison of the stock prices of Chinese com- 
panies which are simultaneously listed on 
domestic and overseas stock exchanges 
gives some indication of the real story. On 
average, these dually listed companies are 
still traded at a 30% premium in Hong 
Kong, or the H share market, over the 
price of the same stock in the A share mar- 


oe Mr. Shan, an economist by training, is a pri- 
vate equity investor. 
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ket. To be sure, the price gap between do- 
mestic and foreign exchanges of the 
dually listed companies has been narrow- 
ing, from about 380% five years ago to only 
about 30% today. But the A share market 
is hardly cheap; it remains overvalued 
compared with overseas markets. ; 

Historically, the large price differen- 
tials between A and H shares might very 
well be caused by excessive liquidity or too 
much money chasing too few shares in the 
A share market as capital controls prevent- 
ed arbitrage between domestic and over- 


` seas markets. This is in fact how market 


bubbles are built anywhere in the world at 
times. From a policy point of view, exces- 
sive speculation should not be encouraged 
because, as the saying goes, what goes up 
must come down. Eventually, the price 
will “correct” to reflect real fundamentals. 
When such corrections inevitably occur, 
the effect is usually devastating, as much 
wealth is destroyed when a stock market 
bubble bursts. 

While a stock market crash may mere- 
ly represent a natural return to reality 
when a speculative bubble can no longer 
sustain itself, such as when the Internet 
bubble burst in the U.S. in 2001, a pro- 
longed downturn, as opposed to a precipi- 
tous bottom-out, is usually induced by 
economic recession. The stock market 
usually mirrors the performance of the 
broad economy. The market may run 
ahead, but it almost never goes in the op- 
posite direction of the economy. In fact, 
rarely, if at any time, can a bubble be built 
when the economy is fundamentally weak; 
equally rarely does a stock market go into 
a continued decline when the economy is 


booming. China seems to be an exception 
to the rule given that the continued de- 
cline of its stock market coincides with a 
rapidly growing economy. What has 
caused this sharp and wide divergence? 

The real reason can be found in eco- 
nomic fundamentals. China’s economic 
growth is so driven by capacity expansion, 
or fixed-asset investments, that invest- 
ments now account for more than 50% of 
the gross domestic product, more than any 
other country at any time in the history of 
economic development. The relentless ca- 
pacity expansion has led to economy-wide 
overcapacity and overcompetition, to such 
an extent that the profit margins of the 
firms are constantly squeezed. Data show 
that the prices of Chinese exports to the 
U.S. have fallen by more than a quarter 
since 1997 whereas the price index for Chi- 
na’s raw materials has risen by about 20%. 
If growth only translates into ever declin- 
ing profitability for Chinese firms and de- 
creasing return to their shareholders, is 
there any wonder why their stock prices 
also fall? 

Moreover, the Chinese stock market 
has never been a fair game. To be permit- 
ted to go public has long been considered 
a policy favor often reserved for weak 
firms requiring government support. This 
has led to some well-known abuses and 
corruption cases as weak firms desperate 
for financing are motivated to go out of 
their ways to obtain permissions. A rela- 
tively junior official of China Securities 
Regulatory Commission is currently on 
trial for selling the names of the randomly 
chosen members of the Commissions list- 
ing committee so that firms aspiring for a 
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public listing could bribe them before list- 
ing applications were up for review. The 
practice of meting out policy favors as a 
way to select listing candidates has creat- 
ed a mix of some good quality firms anda 
lot of bad ones on China’s stock exchanges. 
In addition, the parent companies of many 
poor quality firms'are also known to have 
helped themselves with the money raised 
by their listed subsidiaries in the public 
market, further weakening them. 

Therefore, the performance of the Chi- 
nese stock market, not surprisingly, mere- 
ly reflects economic fundamentals of the 
listed companies. Concern over the so- 
called overhang is overblown. Moreover, 
there is no evidence, nor is there any eco- 
nomic logic, that the government plans to 
dump all, or a substantial amount, of the 
shares it holds onto the market. If it had 
wanted to do so, it could have done it inthe 
H share market. If it exits at all, it would 
exit in an orderly fashion in order to fetch 
the best possible price. 

It should be noted that the market cap- 
italization of H shares has grown much 
larger than that of the domestic stock mar- 
kets. H share listings total $369 billion, 
compared to $295 billion for all the 
companies listed in Shanghai. The state- 
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owned controlling shareholders of H share 
companies are generally free to sell down 
their shares at any time if they should wish 
to. They have not done so and nobody be- 
lieves that they will do so any time soon. 
Nor have their stock prices reflected any 
fear over such an enormous “overhang.” In 
fact, the H share index has been rising in 
the past few years as more and more of the 
best Chinese companies, denied access to 
domestic markets, have opted to go public 
in overseas markets, including some of the 
largest offerings ever done by Chinese 
companies this year. 

But the notion of an overhang has given 


.Tise to the argument that nontradable 


shareholders should pay tradable share- 
holders before the shares of the former are 
allowed to trade. The stated justification 
for “making payments” is based on the fact 
that the offering prices for the shares is- 
sued to public shareholders when these 
companies first went public were higher 
than the investment costs of the founding 
shareholders who now hold non-tradable 
shares. This was deemed unfair and there- 
fore the nontradable shareholders should 
now compensate tradable shareholders for 
such historical wrongs. 

The regulators agreed and made ita rule 
that nontradable shareholders must pay 
tradable shareholders regardless if such 
tradable shareholders have just become a 
shareholder the day before they are re- 
quired to register to receive such payments. 
There is no standard for how much pay- 
ment is to be made or in what form; what- 
ever payment terms must be approved by 
two-thirds of tradable shareholders before 
nontradable shares to receive the label of 
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“tradable,” although they are still required 
to be locked up for a period of time. 

To date, some 300 listed companies, out 
of 1,370 or so, have announced plans by 
their nontradable shareholders to pay trad- 
able shareholders. Of them, over 100 have 
completed making payments and have thus 
become what is referred to as “G share” 
companies. The payment schemes typical- 
ly consist of nontradable shareholders giv- 
ing for free their own shares and cash to 
the other group of shareholders. On aver- 
age, tradable shareholders receive about 30 
free shares for every 100 shares they hold. 
Furthermore, some nontradable share- 
holders have also given warrants to entitle 
tradable shareholders to buy shares from 
them at specified prices. To assure tradable 
shareholders that there is value in these 
warrants, nontradable shareholders have 
also committed cash, in billions of yuan, to 
support the stock price should it fall below 
the exercise price of these warrants. 

In any stock market, it is unthinkable 
for a group of shareholders, controlling or 
otherwise, to be forced to give up their 
property before being allowed to trade 
their shares. Most of Hong Kong’s public- 
ly traded companies are controlled by 
some major shareholders. They are free to 
sell or buy shares in the open market. They 
may choose not to do so, as is also their 
right. There is no basis, either in law or in 
practice, either in China or overseas, for 
one group of shareholders to be forced to 
give up their property rights to another 
group of shareholders. 

Respect for property rights is a major 
pillar for any market. No market can func- 
tion normally without it. Due to historical 


reasons, the respect for property rights is 
already lacking in China, which is the rea- 
son for such widespread market ills as in- 
fringements on intellectual property rights, 
counterfeiting, and disregard for safety and 
the environment. It is regarded as major 
progress in China’s march towards a mar- 
ket economy that the protection of private 
property rights were written into the 
P.R.C’s constitution for the first time only 
about a year ago. Therefore the de facto ex- 
propriation of one group of shareholders’ 
property rights by another, be they state or 
private owners, undermines the market. 

Another major pillar of the market is the 
rule of law. The practice of shareholders 
making pledges to support their stock pric- 
es directly contravenes China’s securities 
law against stock price manipulation. Re- 
gardless of the objective, such disregard for 
established laws and regulations cannot be 
conducive to the development and matura- 
tion of a stock market. 

Furthermore, gifting shares to tradable 
shareholders cannot boost the share price 
as hoped and it is likely to be counterpro- 
ductive. This is because free shares reduce 
the average holding cost of shares, provid- 
ing incentives for the shareholders to sell. 
In fact, a rational investor is likely to sell 
free shares to lock in profit. The selling in- 
duced by gifted free shares can only de- 
press the share price. 

Finally, justice cannot possibly be served 
by compensating the wrong shareholders. 
The turnover rate in China’s stock market 
is about three times per year. The current 
shareholders may be completely different 
from those who had bought shares when 
the company first went public. Even assum- 
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TWO ROADS CONVERGED 


Price performance of Shanghai-traded A shares and 
Hong Kong-traded H shares 
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ing that the original tradable shareholders 
were wronged because they paid higher 
prices than the founding shareholders for 
the stocks of the company, a preposterous 
notion to anyone remotely familiar with the 
concept of rewarding risk-taking by the 
market, how can justice be served by com- 
pensating someone other than the alleged 
victim of a wrong-doing? 

To date, over 100 companies have com- 
pleted the transition from “partial circula- 
tion” to “full circulation” of their shares, 
or have become the so-called G share com- 
panies. To obtain these rights, the non- 
tradable shareholders have given up their 
property in terms of shares, cash, war- 
rants and other forms of economic inter- 
ests to tradable shareholders. How have 
the G shares fared so far? And how has the 
stock market performed as a result of these 
changes? 

Unfortunately, in both cases not very 
well. The stock prices of G shares have un- 
der-performed the market, and G share 
companies have lost about a quarter of their 
market value on average. Analysis conduct- 
ed on the data of G share companies as of 
the end of October of 2005 show that the 
more free shares that the nontradable 








shareholders gave to tradable shareholders, 
the greater the fall in the prices of these 
shares, as one would expect. In fact, their 
share prices have fallen so much that the 
total holdings of the tradable shareholders, 


` if they have not sold, are on average worth 


less today than before they received free 
shares. Therefore, both tradable and non- 
tradable shareholders in general have been 
left worse off as a result of the latter giving 
their properties away to the former. 

The Shanghai Stock Exchange Index 
indicates that the market has declined as 
well and is now hovering below the psy- 
chological barrier of 1100 points. Even so, 
the index now overstates the true perfor- 
mance of the market. This is because free 
shares are not taken into account when 
computing the index until physical deliv- 
ery has been made. If 100 tradable shares 
are entitled to receiving 30 free shares and 
if the share price is 6.5 yuan, then the true 
value of each share can only be derived by 
dividing 6.5 by 1.3, or 5 yuan, as one share 
really contains 1.3 shares. But in comput- 
ing the index, the share price is assumed 
to be 6.5 yuan, with no adjustment made 
for the inevitable dilution, until after the 
receipt of the free shares. When free shares 
are delivered, the price promptly falls to 
the adjusted level and further as share- 
holders sell off their holdings. The index 
is inflated as long as it contains a large 
number of companies which have an- 
nounced free share schemes. 

Not only are G shares punished by the 
market, the Chinese stock market as a 
whole has also become more, as opposed 
less, speculative. Capital is enticed to flow 
to the shares of those companies about to 
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become G shares in anticipation of receiv- 
ing free shares and cash. Once these gifts 
are delivered, the shares are dumped as in- 
vestors lock in profits and move on to the 
next target. G shares are no longer attrac- 
tive because there is no chance they will 
receive any more free shares and cash. 
And so the process continues to repeat it- 
self. As long as free money continues to fall 
out of the sky, G shares are deserted re- 
gardless of their fundamentals. The con- 
sequence of all this is that G shares will be 
depressed before the entire market is con- 
verted into G shares, As the number of G 
shares increases, the market is expected 
to continue to trend down as well. 

What has the reform achieved? It has 
not made nontradable shares tradable, at 
least not for the time being as they remain 
locked up for some years to come. Has the 
reform succeeded in reducing the state 
holdings of shares of public companies? 
Not at all. On the contrary, a number of 
large companies have seen the holdings 
of the state-owned controlling sharehold- 
er increase, because the parent compa- 
nies have bought more shares to support 
the share prices than the shares they had 
given away earlier. 

Therefore, the “overhang” is not re- 
duced in the least. It has only become 
greater, except the market now knows that 
these shares will be allowed to float after 
the pledged lock-up period expires. If over- 
hang will indeed depress the stock price, 
then the worst is yet to come, to a different 
group of tradable shareholders, no doubt. 
Why such a prospect is of no concern to 
policy makers and why no further compen- 
sation is contemplated to future tradable 


shareholders who will bear the brunt of the 
potential “flood” is never explained. 

Meanwhile, the stock market is basical- 
ly shut down for new issues, either by the 
listed companies trying to raise fresh capi- 
tal or by nonlisted companies attempting to 
go public. The policy is motivated by the 
same concern that more issuances may fur- 
ther dampen the market as it increases the 
supply of stocks. Because of the depressed 
state of the stock market, no G share com- 
panies have been allowed to issue new 
shares or otherwise raise capital through 
the market even after they have completed 
the reincarnation into G shares. 

In fact, even if G share companies are 
now allowed to raise capital in the public 
market, they may not want to or may not 
be able to do so, because their share price 
has become so depressed. By the rules of 
state asset management authorities, no 
state-controlled companies can issue 
stocks at prices below their net asset value. 
Even some market leaders have seen their 
share price falling through that level after 
the G share transition. If the belief is that 
new issuance only depresses the market 
further, the regulators will likely continue 
to limit capital raising activity for a long 
time to come. 

If banks and the stock market are re- 
garded as the two major engines of eco- 
nomic growth for China, the stock market 
engine has sputtered and basically shut 
down, while bank lending has increased 
substantially year after year in the past 
five years. Last year, bank lending in- 
creased by some $230 billion, but the cap- 
ital raised from the A share market was an 
insignificant $7 billion. This year, capital 
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How can the stock market grow more healthy if listed 
firms are starved of capital and new listings barred? 





raising activities in the domestic stock 
market have been entirely suspended. 

For a major economy such as China’s, it 
is difficult to calculate the economic costs 
of shutting down the stock market and de- 
priving public companies of the ability to 
raise capital. How can the stock market 
grow more healthy if listed firms are 
starved of capital and new listings are 
barred? The inability to raise equity capi- 
tal in the public market only weakens list- 
ed companies, which will further weaken 
the stock market. The right cure for the ills 
of China’s stock market is to make listed 
firms stronger by improving their capital 
structure and to improve the mix of listed 
companies by introducing new listings of 
quality companies. To do otherwise can 
only be counterproductive. 

An unintended consequence of closing 
down the stock market is to increase the 
risks for Chinese banks. Denied access to 
equity capital through public market, 
firms will have to rely more on bank loans. 
Equity is the cushion against insolvency 
risk for lenders. Insufficient equity in- 
creases the risk of bank loans turning bad. 
2005 is a banner year for China’s banking 
reform as several major state-owned banks 
have cleaned up their balance sheets, 
brought in foreign investors and gone pub- 
lic on Hong Kong Stock Exchange. For the 
reform to succeed, the underwriting crite- 
ria of Chinese banks will be further tight- 
ened. The dynamics of the odd combination 


of more disciplined bank lending policies 
and the lack of equity capital bode ill for 
public companies, for the stock market and 
for the economy for years to come. 

Denied access to the domestic stock 
market, quality firms have flocked to over- 
seas markets for capital raising in record 
numbers. The H share market has risen 
partly due to the improvement of senti- 
ment towards China and partly because 
good quality companies attract more in- 
vestors. 

The performance of the H share mar- 
ket should serve as guidance to China’s do- 
mestic market. To cure the ills of the 
market, one must fix the fundamentals by 
improving the quality of listed companies 
and by bringing better companies to the 
market. Otherwise, the stock market will 
continue to languish, exacerbated by the 
policy-induced pursuit of stocks which are 
yet to receive free gifts at the expense of G 
share companies. 

China has largely avoided major policy 
blunders in its 25 years of economic re- 
forms by, in the words of Deng Xiaoping, 
“crossing the river by groping for the 
stones under the water,” one step at a time. 
The reform of the stock market, however, 
has not achieved the intended results. Only 
by focusing on fundamentals and by bold- 
ly opening up the market to qualified com- 
panies can China’s stock market improve 
its health and function as a major engine 
of economic growth. m 
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Will Make India Great 


by Omkar Goswami 





NTIL TWO YEARS ago, 
most participants in in- 
ternational seminars on 
Asia’s economic perfor- 
mance presumed that 
the western reaches of the continent end- 
ed with Thailand. With its seemingly list- 
less performance, India was outside the 
pale of the Asian growth discourse. China 





was the cynosure of all eyes, romping 
along as it did, year after year, at over 9% 
growth. 

Of course, some commentators were 
aware of India’s strides in software, infor- 
mation technology and business outsourc- 
ing from the late 1990s. Even so, the 
prognosis was, at best, cautiously optimis- 
tic; more typically, people believed that In- 
dia specialized in flattering to deceive—a 
vibrant but unruly democracy that was 
congenitally adept at snatching defeat 
from the jaws of victory. 

Perceptions changed in late 2003, when 
it became apparent that for the first time 





since the advent of economic reforms in 
1991, the country would achieve over 8% 
in annual growth. The developed world 
was seeking an alternate growth pole to 
China, and the prospects of a strong, dem- 
ocratic, multicultural, youth-dominated 
nation with a population of more than one 
billion, was an attractive proposition in- 
deed. Goldman Sach’s famous BRICS Re- 
port (Brazil, Russia, India and China), 
released in October 2003, upped the ante 
by forecasting that a modestly but steadily 
growing Indian economy would overtake 
Italy by 2016, France by 2019, the United 
Kingdom by 2022, Germany by 2023 and 
Japan by 2032; the New York Times’ col- 
umnist Thomas Friedman’s book, The 
World Is Flat, released in April 2005, did 
the rest. 





ow Mr. Goswami is an economist and the found- 
er-chairman of CERG Advisory, a firm special- 
izing in corporate and economic advisory ser- 
vices. 
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Growth and Macroeconomics 


GIVEN THE HYPERBOLE—downbeat until 
2002 and highly upbeat thereafter—it is dif- 
ficult to get a balanced view of the current 
state of economics and realistic future pros- 
pects for the country, not only in its own 
terms but also in comparison with China. 

From fiscal year 1993-94 up to 2005-06 
(which ends March 31, 2006), India has 
achieved a compound annual real app 
growth rate of 6.2%. As the chart nearby 
shows, even in its worst years, India grew 
faster than the U.S. and quite a bit more 
than the Euro zone; and, barring 2000-01, 
which was a poor year for the economy, In- 
dia grew significantly faster than Brazil. 

In fact, with a single exception, no coun- 
try in the world whose national income ex- 
ceeded India’s in 2004-05 has grown faster 
than the Indian average of 6.2% per year 
over the past 13 years. The solitary excep- 
tion, of course, has been China. As the chart 
clearly depicts, even in its best year —2003- 
04, when app grew by 8.5% —India did not 
grow faster than China. 

Two aspects of India’s growth need em- 
phasizing. First, the country seems to be 
less dependent upon the vicissitudes of 
monsoon and agriculture swings. In the 
1970s and 1980s, a year of heavy monsoons 
invariably led to significantly lower overall 
growth. That has changed. Between the pe- 
riod 1993-94 and the current fiscal year, ag- 
riculture posted negative growth in three 
years and negligible growth in another 
three. Yet, it hardly affected the fortunes of 
industry and services. The explanation lies 
in the steady decline in the share of agricul- 
ture in GDP—to around 22% today from 42% 
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in 1980-81. The second feature has been 
the phenomenal increase in services. In 
1993-94, value-added from services ac- 
counted for less than 43% of India’s GDP. 
Since then, its share has grown steadily to 
around 52%. 

Given India’s strides in software, ser- 
vices growth has often been equated with 
IT. There is no doubt that this sector has 
shown spectacular double-digit growth in 
the last decade, and it will continue in- 
creasing by more than 25% per annum 
over the next seven to eight years. How- 
ever, the country’s growth of services goes, 
far beyond iT. India’s nominal cpr for 
2005-06 will exceed $800 billion, of which 
services will account for about $420 bil- 
lion; the most optimistic estimate of rT and 
1T-enabled services is under $40 billion. 
Services, therefore, are much more than .- 
1T. India has witnessed impressive growth 
in communications, hotels, restaurants, 
tourism, entertainment, finance, insur- 
ance and real estate. Growth in each of 
these sectors is an outcome of liberaliza- 
tion that has finally freed India’s latent en- 
trepreneurial talents. 

There is, however, a problem with In- 
dia’s huge imbalance of services (52% of 
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GDP) versus industry (around 26%). Every 
major Asian “tiger” grew through manu- 
facturing and industries. Services growth 
came later. Even today, South Korea, with 
a per capita GDP that is 22 times that of In- 
dia’s, has an industrial sector that accounts 
for over 40% of its cpp. With seven times 
India’s per capita Gpp, Malaysia’s share of 
industry is 48%. China, whose per capita 
GDP is over double that of India’s, has an 
industrial sector comprising over 50% of 
its GDP. 

For a country of more than 1.1 billion 
people and an annual per capita income of 
around $730, India has a very lop-sided 
distribution of value-added between in- 
dustry and services. This has implications 
for future growth. To significantly reduce 
mass poverty, India will have to move to a 
steady growth rate of around 8% per an- 
num over the next 10 years to 15 years. That 
requires the industrial sector to grow at 
over 11% per year, which will increase the 
share of industry to app from 26% to 
around 33%. It is a task that requires In- 
dia’s leaders to focus on building better in- 
frastructure and creating a more enabling 
investment climate. 

With $145 billion dollars worth of for- 
eign currency reserves, India has more 
than enough to cover 15 months of im- 
ports. The country’s foreign-currency-re- 
serve holdings look small compared to 
China’s, which top $750 billion. But be- 
yond a certain point, accumulating re- 
serves means nothing. It is what you do 
with it that counts. While marginally 
higher than China’s, India’s inflation rate, 
too (under 4% for India versus 2% for Chi- 


na) is not a threat to growth. 





India’s most obvious macroeconomic 
hazard is its fiscal deficit. At over 8% of 
GpP, India’s aggregate federal and state 
government deficit is too large and too per- 
sistent for comfort. Although interest rates 
are still quite reasonable thanks to a steady 
increase in foreign-capital inflows, this 
deficit is seriously worrisome on at least 
three counts. First is the size of the coun- 
try’s overall public debt. Today, it stands at 
over 80% of cpp (compared to under 30% 
for China). Second, these deficits don’t 
build infrastructure but largely finance un- 
productive government consumption— 
wages, salaries and pensions of a huge 
bureaucracy, costly subsidies and, of 
course, interest payments on past debt. 
Third and most significantly, the deficits 
constrain federal and state governments 
from building infrastructure. For all the 
talk of greater private-public partnerships, 
India still has to rely on public expenditure 
to finance its infrastructure. The invest- 
ment needs are huge and can hardly be 
funded by a cash-strapped government. 


The Dreaded I-Word 


ANYONE EVEN CASUALLY familiar with 
today’s India will affirm the terrible state 
of the country’s physical infrastructure— 
an area where it lags woefully behind Chi- 
na. India’s airports are among the worst in 
Asia, with their inadequacies even more 
exposed by the huge growth in domestic 
and international air traffic. There is a 
droll joke which says it all: Mumbai’s Sa- 
har Airport exists for the sole purpose of 
making Delhi’s Indira Gandhi Interna- 
tional Airport look good. 
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Despite some improvements in recent 
years, India’s ports are still inefficient and 
are simultaneously underutilized and con- 
gested thanks to inadequate transport link- 
ages. Poor port infrastructure is the major 
reason why India’s lead time for an export 
consignment to the U.S. is anywhere be- 
tween seven weeks and 12 weeks, while 
China’s is between three and four weeks. 

While in recent years there has been 
some focus on modernizing highways, In- 
dia has a long way to go compared to Chi- 
na. Only 22% of the 65,500 kilometers of 
national highways has been earmarked for 
development into four-lane or six-lane ar- 
teries, of which less than half has actually 
-been upgraded. The remainder plus an ad- 
ditional 137,000 km of state highways are 
in terrible shape. The total investment in 
the much talked about 5,850 km Golden 
Quadrilateral linking Delhi, Mumbai, Ban- 
galore, Chennai and Kolkata will be about 
$16 billion over a period of almost eight 
years. In contrast, China has been spend- 
ing almost $24 billion a year on upgrading 
its highways. 

Electricity supply also leaves much to be 
desired. India faces a shortfall in excess of 
7.5% of energy requirements and over 11% 
of peak demand. The country still has no 
synchronous national grid. Transmission 
and distribution have been the perennial 
choke points. Not surprisingly, therefore, 
the cost of power for an industrial user in 
India is more than twice that of its Chinese 
counterpart. A 2003 World Bank Invest- 
ment Climate survey found that 61% of the 
factories in India had to invest in their own 
generator sets compared to 27% in China. 
Even so, Indian manufacturers claimed 


Humility, Not Hubris, Will Make India Great 


that over 8% of their output was lost due to 
power cuts, versus less than 2% in China. 
The only internationally comparable 
success story has been telecommunica- 
tions, especially mobile telephony. Before 
opening up in 1994, the sector was charac- 
terized by underinvestment, outdated tech- 
nology and limited growth. Today, India 
has over 115 million subscribers; mobiles 
exceed fixed lines; and over 1.5 million mo- 
bile subscribers are being added every 
month. Of course, at over 50%, China’s tele- 
density is way ahead. Nevertheless, India 
has one of the fastest mobile growth rates 
in the world as well as the cheapest tariffs— 
a testimony to the power of competition 


. and an effective consumer-oriented regula- 


tory regime. 

Anestimate for the required investment 
in roads, railways, ports, airports, telecom 
and power over the next decade is about 
$440 billion. Of this, less than two-thirds 
can be possibly financed by the exchequer 
and surpluses of some state-owned monop- 
olies like oil, natural gas and petroleum. 


_ The remaining third will have to be sought 


from the private sector, be it domestic or 
foreign investments. Thus, fiscal prudence 
and the creation of a good investment cli- 
mate through better public governance are 
critical to the economic fate of India. 


Great Corporate Performance 


DESPITE POOR INFRASTRUCTURE, Indian 
companies have performed excellently, es- 
pecially over the last four years. A sample 
of 1,005 listed manufacturing companies 
which accounted for $190 billion of sales 
has shown a steady increase in profitabili- 
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ty. For 2004-05, their average operating 
profit was 15.7% of sales, and posttax prof- 
it 7.9%. These are, without doubt, the best 
results among all Asian corporations. So, 
too, is the case for service-sector compa- 
nies, with operating profits of 17% of sales 
and posttax profits of 9%. 

Indeed, reforms and globalization have 
forced competitiveness within Indian in- 
dustry—not just in IT, but across many sec- 
tors of manufacturing. 1996-2001 saw a 
large cross section of manufacturing com- 
panies focusing on costs, efficiency, pro- 
ductivity, scale, and good old fashioned 
sweating of machinery to maximize the re- 
turn on capital employed. This has started 
paying dividends, not only in terms of high- 
er sales and profits but also in sustained 
cost efficiencies. Just to give one example, 
in 1992-93 wages and salaries accounted for 
over 8% of sales for listed private sector 
manufacturing companies. Despite rigid la- 
bor laws and growth in corporate pay, this 
share has steadily dropped over the years 
and, in 2004-05, accounted for under 5%. 

Higher sales and excellent margins— 
coupled with an efficient stock market, 
good accounting and financial disclosures 
and what are probably the best corporate 
governance norms in Asia—are attracting 
growing interest in Indian equity among 
foreign portfolio investors. Between June 
2003 and today, cumulative foreign portfo- 
lio investment in Indian stocks has in- 
creased to more than $46 billion from $16 
billion. The interest in Indian companies 
continues unabated, with India’s market 
capitalization accounting today for more 
than 80% of its GDP. 

Here lies an interesting phenomenon. 
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Indian companies score higher than the 
Chinese in terms of profitability, corporate 
governance, transparency, better account- 
ing standards and superior shareholder re- 
turns. The contrast could not be starker, 
however, when one looks at foreign direct 
investment. Here, China routinely rakes in 
more than $50 billion per year, while India 
at its very best has managed no more than 
$7 billion. Why? 

Perhaps the reason is best found in In- 
dia’s dichotomy between corporate and 
public governance. The country’s corpo- 
rate governance is, along with Singapore, 
the best in Asia and among the best in the 
world. Thus, Indian corporations attract 
the attention and risk capital of foreign 
portfolio investors. In contrast, the coun- 
try’s public governance leaves much to be 
desired. A milieu of complex procedures, 
multiple clearance needs, needlessly pro- 
longed bureaucratic delays and a civil ser- 
vice that is yet to understand the 
importance of the opportunity cost of lost 
time does little to attract FDI. 


And Yet, Size Matters 


NOBODY DOUBTS THE enormous challenges 
to growth. Infrastructure and fiscal deficit 
are but two. There are others. By 2020, In- 
dia will have over 350 million children of 
school and college-going age. How will the 
nation re-engineer its educational system? 
Such a re-engineering is necessary not only 
to produce many more engineers but also 
to impart essential vocational training to 
vast numbers of students in rural India, so 
that they too are educationally empowered 
to seek their place in the work force. By 
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2020, almost 470 million Indians will live 
in towns and cities, How will the country 
cope with rapid urbanization? The chal- 
lenges are no less for energy, environment 
and water. 

However, it is now a foregone conclu- 
sion that India has moved on to a higher 
growth trajectory. Barring some serious 
and sustained external shocks, implement- 
ing fairly routine reforms should suffice to 
help the country achieve an average com- 
pound annual growth rate of 7% for the 
next decade. With extremely cautious as- 
sumptions, such growth would have the 
following impact: 

# GDP. Doubling from $750 billion to- 
day to $1,500 billion in 2014-15, given con- 
stant prices and exchange rates. 

æ Household consumption. Increasing 
from $500 billion to $960 billion, with the 
expenditures of the top 10% of the popula- 
tion being close to $180 billion. 

* Savings. Growing from around $185 
billion to over $390 billion. 

# FDI. Increasing from $15 billion to 
over $45 billion per year by 2014-15. 

Global investors are not being fooled by 
India. None expect India to rapidly morph 
from a pachyderm to a jaguar. Everyone is 
betting on India growing at somewhere be- 
tween 6.5% and 7% over the next decade 
and a half—a credible assumption. With 
more concentrated emphasis on imple- 
menting some hard political decisions, the 
country could even transit to the 7.5% to 
8.5% range. That would be a great bonus. 





The growing tribe of gung-ho Indians, 
however, should consider two matters. 
First, the iron law of compound interest. A 
nation with a epp half that of China’s, which 
is growing at a rate at least 1.5 percentage 
points slower, cannot be expected to catch 
up with the Middle Kingdom. That race is 
over; China is the clear winner. But India 
will be the second most important power, 
and together these two nations will be the 
twin engines of Asia’s growth. 

The second matter has to do with body 
language. For too long, India was used to 
being an economic also-ran. Suddenly, it 
has the spotlight. This has unleashed an 
army of suave, English-speaking CEOs, com- 
mentators, business association leaders and 
economists to make scintillatingly persua- 
sive cases for a resurgent India. Much of 
what they say is true. But the tone is worri- 
some. They seem to think that the battle 
has been won. 

It has not. With over 250 million people 
living in abject poverty, India needs to 
achieve consistently high growth before it 
can claim success, For a country whose real 
development race has just begun, it makes 
good sense to learn from the best example 
of others. That is what China has done so 
well. Rarely do the Chinese claim to know 
all the solutions, but they display a great en- 
thusiasm for learning. Humility, not hubris, 
matters for development. As the spotlight 
shines on the subcontinent, that is what In- 
dians need to understand more than any- 
thing else. mi 
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America Dumps 
On Free Trade 


by Greg Rushford 





PPROXIMATELY 3,800 
accredited journalists 
covered the World Trade 
Organization’s Decem- 
ber ministerial meetings 
in Hong Kong, churning out plenty of re- 
ports about the impasses that have been 
dogging the wTo’s ongoing Doha Round of 
trade-liberalizing negotiations. But there 
were almost no reports about one issue that 





is so sensitive—especially in Washington, 
D.C.—that steps were taken at the wTo’s 
highest levels to keep it out of sight during 
the Hong Kong meeting: reforms of the 
wTO’s antidumping code. 

The draft negotiating text that Direc- 
tor-General Pascal Lamy circulated to 
frame the Hong Kong agenda identifies no 
specific reforms of antidumping laws. Such 
laws seek to protect domestic manufactur- 
ers from low-cost foreign manufacturers 
“dumping” cheap goods in their markets. 
The wro negotiators know better than to 
wave a red flag at the increasingly protec- 


tionist U.S. Congress over this issue. Con- 
gress would erupt in righteous anger at the 
slightest hint that the ongoing negotiations 
might, in fact, force the U.S. to practice 
what it preaches on free trade. 

The American antidumping bureaucra- 
cy regularly accuses its trading partners— 
especially China—of being “unfair” by 
exporting their products at prices below 
“fair” costs of production. In fact, this ac- 
cusatory, abusive practice has become the 
norm at the U.S. Department of Com- 
merce. But the suggestion that Congress 
should want to do something to clean up 
the U.S. antidumping bureaucracy, rather 
than defend ad hoc protectionism to the 
bitter end, is naive. 

While the subject receives minimal 
press attention and was not a noted item 
on the Hong Kong agenda, antidumping is 


œ- Mr. Rushford is editor and publisher of the 
Rushford Report, a Washington-based newslet- 
ter that specializes in the politics of international 
trade. 
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nevertheless a covered subject in the Doha 
Round, and skirmishes over possible anti- 
dumping reforms preceded the ministe- 
rial conference in Hong Kong. Recently, 
some adroit political maneuvering in the 
U.S. Senate—led by Iowa Republican Sen. 
Chuck Grassley, who chairs the powerful 
Finance Committee—scuttled an anti- 
dumping proposal that would surely have 
gutted the Doha process. 

Why do America’s trading partners 
consider the U.S. antidumping regime so 
scandalous? The real-world cases that fol- 


low should help to explain. 
T bed of Oriental design that my 
wife and I have just bought from 
the U.S. national retailer Crate & Barrel. 
Our bed was made in Guangzhou and was 
designed in California by a brilliant Chi- 
nese-born American entrepreneur named 
Maria Yee, who lives in the San Francisco 
Bay area. Ms. Yee, an American entrepre- 
neurial success story, was born in Guang- 


HERE IS A story behind the new 


zhou as a teenager. During the Cultural 
Revolution in the mid-1960s she was 
picked up by the Red Guards and forced to 
work in a rock quarry while her parents 
were imprisoned. Ms. Yee made it to Hong 
Kong and freedom in 1981, and launched 
Maria Yee Inc. seven years later. 

Enter John D. Bassett ITI, the president 
and cEo of the Vaughan-Bassett Furniture 
Company and the chairman of the steering 
committee of the American Manufacturers 
Committee for Legal Trade. Mr. Bassett 
and other domestic furniture makers, 
whose operations are mainly centered in 
southern Virginia and the Carolinas, don’t 
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like it when retailers like Crate & Barrel 
buy beds designed and manufactured by 
Maria Yee. China has been “dumping” beds 
upon unwitting U.S. consumers at below 
their “fair” costs of productions, Bassett 
testified before the U.S. International 
Trade Commission a year ago. The U.S. 
furniture coalition successfully got tariffs 
of 198% placed on Ms. Yee’s beds—includ- 
ing the one I bought. 

Ms. Yee was sitting in the rTc’s hearing 
room when Mr. Bassett protested that U.S. 
furniture makers had been bleeding jobs 
due to competition from China. “Our de- 
clining condition is due to one reason and 
one reason only. Dumped imports from 
China have surged into the United States at 
lower and lower prices,” the Vaughn-Bas- 
sett executive declared. 

After an investigation, the U.S. Com- 
merce Department branded Ms. Yee an 
“unfair” foreign trader, and has taxed her 
beds to the maximum. But what kind of in- 
vestigation did they conduct? Nobody at 
Commerce ever examined the books of Ma- 
ria Yee Inc. Ms. Yee and her husband prac- 
tically begged them to do so, but the 
bureaucrats said they did not have the time 
or resources to check everyone. Seven oth- 
er Chinese furniture manufacturers were 
selected. All were found to have been 
“dumping,” but at least escaped with lesser 
punitive tariffs averaging 8%. Maria Yee 
Inc., which was never properly investigat- 
ed, was found guilty and assigned a “coun- 
try-wide” antidumping margin. 

The Yees tried to explain to Commerce 
officials that their manufacturing opera- 
tion in southern China is wholly owned by 
their Hong Kong affiliate, operates fully in 








_I 


Eio 








www.feer.com 








accordance with market forces—and is in 


the business of turning profits, not selling 
their beds at nearly 200% below the cost 
to have made them. They got nowhere. 
Maria Yee, an American success story, has 
been labeled by her own adopted govern- 
ment as a businesswoman who engages in 
“unfair” trading practices. “This has been 
very painful for us,” Peter Yee says. He 
adds that these days, Maria Yee Inc. is still 
selling furniture to customers like Crate & 
Barrel—only not very many beds. 

When the U.S. furniture makers testi- 
fied that Chinese beds were very attractive 
to American buyers, they certainly knew 
what they were talking about. Well-known 
American firms like Vaughn-Bassett, Lex- 
ington Home Brands and Drexel-Heritage 
import considerable amounts of furniture 
from China. No U.S. furniture firm has 

ever complained that what it sources from 
China is “dumped” at an unfairly low price. 
Ata Nov. 21, 2003 hearing held by the U.S. 
International Trade Commission, one of 
the U.S. petitioners candidly explained 
what was going on. 

Steve Kincaid, the president of Kincaid 
Furniture and a major buyer of Chinese 
furniture, explained that if his company 
didn’t buy from China, his retail custom- 
ers like. Marriott Hotels “will do so direct- 
ly.” Mr. Kincaid complained that it was 
unfair for retailers to buy from China, in- 
stead of from companies like his: “The 
Chinese factories are bypassing us and go- 
ing straight to our long-time customers.” 
Companies like Vaughn-Bassett and Kin- 
caid Furniture have gotten the federal 
government to defend their own freedom 
to buy from China, and to make it more 


same thing. 

Whenever a domestic industry files an 
antidumping case, the Commerce Depart- 
ment employs a standard methodology that 
almost always finds that dumping has oc- 
curred. The deck is particularly stacked 
against China. 

To understand how the game is played, 
consider the otherwise innocuous tissue 
paper that wraps presents in gift boxes. The 
tissue paper is now subject to antidumping 
tariffs of 112%. Importers of tissue paper 
from China were found “guilty” without a 
shred of reliable evidence. 

Because the Commerce Department 
has branded China a “nonmarket econo- 
my,” antidumping officials are free to select 
“surrogate” free-market countries—India, 
usually—and base their estimate of produc- 
tion costs in China off of production costs 
in these surrogate countres. The compari- 
son is obviously artificial, but that is how 
Congress has written the antidumping 
laws. 

To calculate the costs of electricity for 
Chinese tissue paper manufacturers, Com- 
merce bureaucrats consulted the Key World 
Energy Statistics 2003—looking for India, 
not China. To calculate the costs of steam 
in China, Commerce used the same number 
it had calculated in an antidumping case 
against Chinese hot-rolled steel. To deter- 
mine the costs of scrap in the Chinese tis- 
sue paper industry, Commerce checked the 
Indian Import Statistics for “waste and 
scrap of paper or paperboard.” 

If these methods do not seem shoddy 
and unfair enough, consider dyes and ink, 
two of the most important costs in produc- 
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The U.S. Commerce Department employs twisted 
economic logic to punish Chinese industries. 





ing tissue paper. To estimate the costs of 
dyes for Chinese tissue paper makers ev- 
erywhere in China, Commerce checked 
data from the Indian Chemical Weekly for 
prices in just one Indian city, Mumbai. The 
available public record suggests that the av- 
erage prices of dye in India ranged between 
$5 and $6. But Commerce took the highest 
price for Indian dye, which was $14, pre- 
tending that Chinese tissue paper compa- 
nies always paid that much. “The 
Department used the highest available dye 
value from the 1cw [Indian Chemical Week- 
ly] price quotes to value all dyes,” one Com- 
merce internal memo admits without a 
trace of embarrassment. 

It was even worse for ink, where aver- 
age Indian prices hovered between $2 and 
$4. Commerce came up with $20 as the 
“fair” value for the ink that Chinese tissue 
paper producers used. By pretending that 
the Chinese paid $14 for dyes instead of $5 
or $6, and $20 for ink that Indians usually 
paid $2 to $4 for, the U.S. officials were able 
to inflate China’s “dumping” margins to 
112%, a patently absurd number. 

When the U.S. government cooks the 
books to help domestic petitioners thwart 
foreign competitors, other legitimate busi- 
ness interests also suffer. In the bedroom- 
furniture case, antidumping authorities 
didn’t consider that Chinese manufactur- 
ers import American oak, cherry, walnut, 
maple and other U.S.-grown hardwoods to 
make those beds. Virginia and other south- 
ern states actively pursue such export op- 
portunities. 


In the tissue paper case, the Commerce 
officials tried to help seven family-owned 
U.S. tissue paper makers which are mostly 
based in New England and employing few- 
er than 500 workers. These petitioners’ in- 
terests were put ahead of giant tissue paper 
users like American Greetings Corp, which 
is headquartered in Cleveland and gener- 
ates some $2 billion in annual sales. The 
U.S.-based multinational buys some tissue 
paper from the U.S. antidumping petition- 
ers, but it also imports from China. 
Moreover, executives at the giant Minne- 
apolis-based Target Corp., which employs 
thousands of Americans, have said flatly 
that the domestic petitioners can’t supply 
Target’s needs. 

In my years of covering antidumping 
cases, nobody in the Commerce Depart- 
ment (or the White House under the past 
three presidents) has ever shown much in- 
terest in reforming America’s antidumping 
bureaucracy. Nor has anyone on Capitol 
Hill, where testifying U.S. trade officials 
are never asked about dumping and over- 
sight is nonexistent. But occasionally, fed- 
eral judges will document abuses in 
particularly egregious cases. In June 2002, 
for instance, U.S. Judge Richard Eaton of 
the New York-based U.S. Court of Interna- 
tional Trade penned a 35-page decision that 
documents the twisted economic logic that 
Commerce officials used to punish the Chi- 
nese apple-juice-concentrate industry. 

Employing its usual nonmarket-based 
methodology, Commerce picked a company 
from India named Himachal Pradesh Hor- 
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ticultural Produce Marketing & Processing 
Corp. as a free-market surrogate for Chi- 
nese apple-juice producers. But Judge Ea- 
ton found that HPMc was not a free-market 
operation at all, but a “government-con- 
trolled company” that subsidizes Indian 
apple growers by artificially raising prices. 
By comparing HPMc’s above-market floor 
price paid to Indian apple growers to lower 
real-world prices in the U.S. market, Com- 
merce inflated the antidumping margin, ac- 
cusing the Chinese of selling Americans 
apple-juice concentrate at an average of 51% 
below its “fair” cost of production. 

Any executive worth his salt would 
want to know what sort of misconduct was 
been going on under his nose. But Com- 
merce Secretary Carlos Gutierrez and his 
top press aide, Christine Gunderson, have 
refused to respond to repeated requests for 
comment. If the secretary were interested 
in turning over rocks in his department, he 
might also read a recent study published by 
the Cato Institute. Trade policy analyst 
Dan Ikenson writes that Commerce’s im- 
port administration “routinely exploits 
gray areas in the law to favor the domestic 
interests that seek protection—and accord- 
ing to the verdicts of U.S. courts, some- 
times violates the law in the process.” 


ESPITE THE U.S. Congress’s 
protection of antidumping laws, 
the possibility of minor reforms 
at the margins in the wTO’s Doha process 
is not yet entirely dead. The hint of future 
antidumping reforms is buried deep in An- 
nex D of the revised draft ministerial ne- 
gotiating text which the wro’s Mr. Lamy 
and Kenyan diplomat Amina Mohamed 


have circulated to negotiators from the 
WwTO’s 148 member countries. 

In the most general terms imaginable, 
the annex refers to a “call on participants, 
in considering possible clarifications and _ 
improvements in the area of antidumping,” 
to “take into account... the need to avoid the 
unwarranted use of antidumping measures, 
while preserving the basic concepts, prin- 
ciples and effectiveness of the instrument 
and its objectives where such measures are 
warranted.” The annex concludes with the 
hope that a “mandate” for antidumping re- 
forms would be agreed upon “early enough 
to assure a timely outcome within the con- 
text of the 2006 end date for the Doha De- 
velopment Agenda...” 

The reforms to the antidumping code 
that will be eventually considered some- 
time in 2006 will be highly technical. The 
fights will be over the parameters that 
wrto member countries can use to calcu- 
late antidumping margins, or duties, that 
are designed to rein in sales across inter- 
national borders that are below “fair” costs 
of production. 

To be sure, the technicalities will be vig- 
orously fought over by advocates for busi- 
ness interests that stand to win or lose 
millions of dollars, depending upon how 
antidumping margins are set. But nobody 
will be talking about reforming the heart of 
a protectionist system that has gotten out 
of control. While no country’s antidumping 
regime is free of misconduct, America’s 
abuses are the most widely resented be- 
cause they are the most hypocritical. Anti- 
dumping advocates in Washington 
routinely speak of how these laws are need- 
ed to ensure the proverbial “level playing 
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field,” but everyone in the business knows 
the laws are administered to tilt that field 
to help domestic petitioning industries 
stick it to their foreign competitors. 

In September 2005, Senator Bryon Dor- 
gan, a North Dakota Democrat and cham- 
pion of protectionism, offered an 
amendment that would have derailed the 
Doha negotiations. Mr. Dorgan’s idea was 
to deny funding for U.S. trade officials “to 
negotiate or enter into a trade agreement 
that modifies or amends any law of the 
United States that provides safeguards 
from unfair foreign trade practices.” 

Mr. Dorgan defended his proposal on 
the Senate floor with an emotional blast 
that blamed cheap imports for America’s 
economic ills. The senator not only attacked 
U.S. consumers in places like Los Angeles, 
he also singled out his own constituents in 
Fargo who buy imported goods. “They are 
like hogs in a corncrib; they can’t get enough 
of this,” Mr. Dorgan fumed. 

Responding, Finance Committee Chair- 
man Grassley, the plain-spoken Iowa Re- 
publican, made short shrift of his North 
Dakota colleague’s mischief by pointing out 
that it would ruin the Doha negotiations. “It 
will happen that our trade partners will re- 
spond by demanding other items be taken 
off the table,” Mr. Grassley explained. “In 
other words, once we go to the table in good 
faith to negotiate, and we start saying, ‘This 
is not negotiable, that is not negotiable, 
then you could understand that trading 
partners are all going to have their pet proj- 
ects off the table.” 


Significantly, the Dorgan amendment 
was strongly opposed by the heavyweights 
in U.S. trade lobby circles, including the Na- 
tional Foreign Trade Council, the Emer- 
gency Committee for American Trade, the 
National Association of Manufacturers and 
the U.S. Chamber of Commerce. America’s 
major exporters, and even some trade as- 
sociation members and farm groups that 
themselves use the antidumping laws, were 
making it clear that there are more impor- 
tant priorities in the Doha negotiations 
than defending the existing U.S. antidump- 
ing regime to the exclusion of all else. 

The would-be killer amendment was 
defeated by a decisive 60-39 vote. Free 
trade advocates were naturally delighted. 
“That vote was a very strong statement of 
support for using the trade laws as a nego- 
tiating chip,” observed David Phelps, the 
president of the American International 
Institute of Steel. “I’ll take 60-39 any- 
time.” 

But will that negotiating chip turn out 
to have much real value? When they even- 
tually negotiate, trade officials will not be 
talking about ways to prevent U.S. anti- 
dumping bureaucrats from finding Amer- 
ican entrepreneurs like Maria Yee guilty 
of “dumping” without bothering to exam- 
ine the real evidence. No matter what 
technical adjustments may be achieved as 
the Doha package moves closer to finaliza- 
tion, it appears that the abuses of due pro- 
cess that define America’s antidumping 
regime will be with the international trad- 
ing system for many yearstocome. M&! 
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What India Can Learn 
From Hong Kong 


by Barun S. Mitra 





HERE IS MORE than a 
little irony that the 
World Trade Organiza- 
tion ministerial is being 
held in Hong Kong this 
month. Hong Kong is the epitome of the 
success of unilateral free trade policies: A 
few pieces of rock, devoid of any natural re- 





sources, the territory today ranks among 
the most prosperous places on earth. Hong 
Kong’s success is rooted in the institutions 
of rule of law and economic freedom. The 
territory did not negotiate any free trade 
deal. It just declared it unilaterally, and the 
rest is history. Yet the contrast between the 
success of Hong Kong’s unilateral free trade 
policy and the current deadlock in wTo ne- 
gotiations could not be more glaring. 

The wTo’s troubles started at its birth 
10 years ago. The hazards of multilateral 
trade negotiations were exposed quite ear- 
ly on the streets of Seattle in 1999. The 
next ministerial in Doha, Qatar, which 
came soon after the 9/11 tragedy, launched 


a new round of negotiations—but this 
small success was short-lived. Long before 
they landed in Hong Kong, the multilat- 
eral negotiators have been trying to navi- 
gate the turbulent sea of different issues 
and interest groups since negotiations col- 
lapsed in Cancun, Mexico in 2003. 

Freedom to trade is a cornerstone of hu- 
man civilization. It gave rise to cities which 
provided a platform to engage in trade. It 
created an opportunity to specialize and 
improve productivity, and exchange the 
surplus of one’s produce with others in the 
marketplace. Two lessons follow from this 
very brief summary. Free trade is under- 
taken voluntarily, and consequently it is a 
win-win situation for both parties engaged 
in the exchange. If the deal was not mutu- 
ally beneficial, trade would take place. Sec- 
ondly, it is people who engage in trade—not 
countries. 





ex Mr. Mitra is the director of Liberty Institute, 
an independent think tank based in New Delhi. 
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The fatal flaw of multilateral trade ne- 
gotiations lies in the fact that since national 
delegates are engaged in the negotiations, 
they increasingly fall under the sway of 
vested interests who seek to use the trade 
talks to protect their own privileges, or at 
the very least to delay the process of trade 
liberalization. The multilateral approach to 
trade replaces the natural win-win situa- 
tion ofvoluntary trade between private par- 
ties with the flawed assumption that trade 
is a “zero-sum” game. National negotiators 
use this as a cover, finding justifications to 
protect apparent “national interests.” In re- 
ality, they aim to protect vested commercial 
interests, be they farmers or manufactur- 
ers, from competition. Inevitably, the result 
is deadlock as presently witnessed at the 
WTO. To a large or even greater extent, the 
same tendency applies to bilateral and re- 
gional trade negotiations. 

Thus, the location of Hong Kong as the 
venue for the present wro ministerial 
meetingis more than mere coincidence. By 
all accounts, the trade negotiators are un- 
likely to achieve any substantive break- 
throughs apart from renewing their 
commitment to continue the negotiations. 
But should the wTo fail in Hong Kong, this 
could only help to bring focus back to the 
benefits of real free trade, The trade nego- 
tiators, policy makers and the internation- 
al media now have a unique opportunity 
to learn from the unilateral free trade pol- 
icies of Hong Kong, and experience the 
rich dividends such a policy has yielded. 

Two economies that starkly demon- 
strate the effect of unilateral trade policy 
are India and Hong Kong. Half a century 
ago, these two poor countries in Asia de- 
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cided to travel two distinct economic paths. 
India, a nascent democracy, decided to 
shape its destiny by isolating itself from the 
international economy, adopting the phi- 
losophy of “self-sufficiency.” It sought to 
build its future by harnessing its own do- 
mestic resources and promoting infant do- 
mestic industries. The international 
community looked favorably upon this new 
experiment with democratic socialism in 
India, and provided assistance to help the 
country on its way. India’s fiscal and regula- 
tory policies aimed to make international 
trade irrelevant. Sky-high tariffs were 
backed by nightmarish procedures, and the 
public sector was commanded to scale the 
economic heights. When combined with 
India’s historical tendency toward food 
shortages and famine in the first half of the 
20th century, these restrictions paralyzed 
India’s economy and perpetuated poverty. 

By the mid-1970s, agriculture (which 
was predominantly in private hands) 
was helped by the hybrid seeds of the first 
green revolution technology. This moved 
India away from being a “basket case” to 
being a “bread basket.” But otherwise, In- 
dia’s huge endowment of natural resourc- 
es could hardly be harnessed efficiently in 
this system. Even the country’s democrat- 
ic foundations were shaken by the emer- 
gency rule in 1975-77. Through. sporadic 
attempts at reforms in the 1980s, the econ- 
omy fell to the depths of despair in 1991, 
with an unprecedented foreign-exchange 
crisis. The crisis triggered the economic 
reforms of the 1990s, which have succeed- 
ed in reigniting the belief that India could 
soon be an economic power on the world 
stage. 
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During the period that India unilater- 
ally shut itself out of the world, Hong Kong 
unilaterally adopted free trade policies 
and maintained the institutions of eco- 
nomic freedom. It did this partly out of ne- 
cessity. At the same time, it carved out a 
special economic niche for itself, taking 
advantage of its precarious geographical 
proximity to China, which had adopted 
closed-door socialist economic policies in 
the aftermath of the communist revolu- 
tion. Chinese entrepreneurs went into 
overdrive, seizing every opportunity that 
China and the region provided. The Brit- 
ish government in the territory had a pol- 
icy of benign neglect—keeping economic 
interventions to a minimum, while main- 
taining the critical institutions like the 
rule of law. Yet this was hardly aconscious 
decision of the colonial masters, since the 
United Kingdom itself did not adopt the 
same approach. 

Though Hong Kong comprised a few 
fishing villages and was devoid of any nat- 
ural resource base, its unilateral approach 
to trade combined with its protection of 
market institutions enabled the country’s 
economy to flexibly grow and adapt to 
global change. Consequently, while the In- 
dian economy stagnated, Hong Kong econ- 
omy skyrocketed. In fact, India’s share in 
global trade declined continuously be- 
tween the 1960s and the 1980s. Despite its 
much smaller size, Hong Kong’s interna- 
tional trade (including re-exports) re- 
mained at a much higher level. Since its 
economic reforms in 1991, India’s econom- 
ic growth rate has increased as compared 
to that of the 1970s and 1980s. But even af- 
ter the reforms since 1991, India’s average 


tariffs remain relatively high—in the range 
of 25% to 35%—while Hong Kong’s are still 
zero. While Hong Kong consistently re- 
mained in the top position in terms of over- 
all economic freedom consistently over the 
years, India’s freedom has improved only 
marginally by some measures. Despite ap- 
preciable improvement over the last de- 
cade, the level of economic freedom in 
India is much lower than in Hong Kong. 

So here we have two countries that fol- 
lowed two very different policies, quite 
unilaterally, and achieved two opposite 
outcomes. The numbers say it all: The per 
capita income of Hong Kong is $27,179 us- 
ing purchasing power parity, and India’s is 
a meager $2,892. Two global indices—The 
Heritage Foundation’s Index of Economic 
Freedom and the World Bank’s Doing Busi- 
ness 2005—indicate that the divergent out- 
comes in Hong Kong and India are not 
mere coincidences. These indices show 
that restrictive and bureaucratic economic 
policies contribute to delays and bottle- 
necks which adversely affect the perfor- 
mance of businesses of all sizes. The 
contrast is equally glaring in the two coun- 
tries’ trade regimes. While Hong Kong av- 
erages close to the rich countries in all 
categories, India takes almost three times 
as long to complete import and export pro- 
cedures. 

As for international trade, India’s prob- 
lems stem not from too much trade in 
goods and services, but too little. In 2002, 
India’s total exports and imports stood at 
$87.7 billion and $74 billion respectively, 
in 1995 dollars. For tiny Hong Kong, the 
corresponding export and import figures 
were $321 billion and $301 billion respec-’ 
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A TALE OF TWO SYSTEMS 


Hong Kong and India differ greatly 
in their attitudes to economic freedom 
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tively. Clearly the problem of any poor 
country is not that it trades too much, or is 
flooded by foreign imports, but that it 
trades too little. Even in relative terms, In- 


dia’s share of world trade has fallen to _ 


0.8% today from 1.5% in 1950. 

This brings us to the current Doha 
Round of wTo negotiations, due to end by 
2006, where agriculture has become the 
major sticking point. The agitation of so- 
called “development” organizations around 
the touchy issue of agricultural subsidies 
has led many to argue that if the rich world 
does not reduce or eliminate its agriculture 
subsidies, then the poor countries should 
not open their markets to produce from the 
rich countries. But this argument misun- 
derstands the fundamental purpose of 
trade, and demonstrates ignorance about 
the progression of economies. 

After relying on a policy of economic 
self-sufficiency for decades, India had very 
little economic diversification. This ex- 
plains why today, India’s agricultural sec- 
tor produces approximately one-quarter of 


India’s epp—and 70% of India’s population 
is involved in farming. The majority of In- 
dia’s farmers are poor smallholders who 
have extremely low productivity, which 
relates to a variety of government-imposed 
barriers inside India: taxes between states, 
which leads to corruption and bribery 
among low-level bureaucrats; extremely 
poor infrastructure; and a range of price 
regulations that do not allow prices to re- 
flect the true supply and demand situation. 
Smallholder farmers are the victim of 
these policies—since they cannot attain a 
better price for their produce, they cannot 
afford technologies to improve productiv- 
ity, or find alternative nonfarm economic 
opportunities. 

Itis precisely these people—at least 600 
million Indians—who would benefit most 
from unilateral trade liberalization. Why? 
Because they are farmers out of need: They 
grow food or primary goods because they 
have no other choice. For the poor, it does 
not matter where the food comes from, if 
it is accessible at a lower price. From this 
perspective, cheap and subsidized food 
from the rich countries would only help 
stimulate economic growth and improve 
welfare in poor countries. First, it would 
induce reforms in the agricultural sector 
in poor countries, making it much more 
competitive. Agriculture will not remain a 
liability, but become a source of economic 
strength. Secondly, low-cost imports will 
only facilitate the transition of poor coun- 
tries from being dependent on agriculture 
and natural resources to being more diver- 
sified. Thirdly, this transition from agri- 
culture to manufacturing and to services 
will actually enable today’s poor countries 
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to graduate out of poverty. Finally, it would 
serve to harness human potential and un- 
leash human creativity and entrepreneur- 
ship, which would spread prosperity 
around the world. 

Effectively, India adopted this more lib- 
eral approach in the trade in services, a sec- 
tor which has experienced rapid growth 
since the early 1990s and in the post-wTo 
period. India’s relative success in informa- 
tion technology-related services is a reflec- 
tion of the benefits of unilateral economic 
and trade reforms. Factors such as India’s 
telecom liberalization acted as a massive 
boost for the growth of information-tech- 
nology services. In sharp contrast to IT 
hardware, and the manufacturing sector in 
general, which were hobbled by govern- 
ment regulations, India’s rr services faced 
few policy-induced obstacles. Indeed, the 
outside world now sees India’s trade in ser- 
vices as evidence that the country is escap- 
ing the “Hindu rate of growth” that 
characterized India’s economy for the past 
few decades. Rather than being ambivalent 
towards opening other service sectors like 
banking and insurance, India would do well 
to unilaterally open all the service sectors. 

Again, Hong Kong is an almost perfect 
example of unilateral free-trade policies 
cutting across all sectors of the economy. 
This is why Hong Kong seamlessly man- 
aged the transition from being a low-end 
manufacturing and trading port in the 
1960s to being a high-end economy domi- 
nated by the service sector. The success of 
unilateral free-trade policies will also 
make irrelevant another thorny issue at 


the wTo, that of “special and differential 
treatment” for countries which are at dif- 
ferent levels of economic development. 
With unilateralism, entrepreneurs in ev- 
ery country would have the freedom and 
ability to discover their competitive ad- 
vantages and to specialize. Otherwise, 
“special and differential treatment” will, 
in fact, impose “special and differential 
punishment” on ordinary consumers. This 
large group is unrepresented in these in- 
ternational jamborees, but suffers the most 
from a lack of choice and competition. 
India is no stranger to unilateral re- 
forms—the economic situation in 1991 was 
so dire that only a unilateral approach 
would suffice. India undertook a whole 
range of domestic economic reforms uni- 
laterally, reducing tariffs and delicensing 
large sections of the economy. Today, a 
unilateral approach to trade would propel 
India towards becoming a modern, diver- 
sified economy. The country would be bet- 
ter able to acquire inputs and capital for 
all kinds of economic activity, to better 
utilize its natural and human resources. 
Competitive market processes would 
drive up the value of people’s labor, and 
would diminish the number of people 
(mostly farmers) who still live an impov- 
erished existence. Given India’s enormous 
potential, it is now time for it and other 
poor countries to take a leaf out of Hong 
Kong’s unilateral approach to free trade. 
It would benefit India in the short and 
long term, by harnessing the great entre- 
preneurial spirit, vigor and optimism that 
is now driving India forward. = 
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China’s 
Thirsty Future 


by Vaclav Smil 


MG 


N EXPLOSION IN a large 
chemical factory releas- 
es some 100 metric tons 
of toxic compounds, all 
classed among the most 
dangerous carcinogens, into a major river. 
Consequently, a city of more than three 
million people that lies a few hundred ki- 





lometers downstream from the factory has 
to cut its municipal water supplies as a 
panicked population hoards bottled water 
and digs emergency wells. 

These are not ordinary headlines. Yet 
in the greater scheme of things, the state 
of the water supply in China is so dismal 
that the Nov. 13 incident—the spill of ben- 
zene by the Jilin Petrochemical Company 
into the Songhua River, resulting in the 
temporary closure of Harbin’s waterworks 
10 days later—should not rank anywhere 


near the top of the country’s leading water 
worries. Inadequate, wastefully used, con- 
tinuously polluted, and grossly under- 
priced, China’s water resources present a 


host of problems that could coalesce to 
clog the country’s economic growth. 
During the last 25 years, since the be- 
ginning of Deng Xiaoping’s economic re- 
forms, China’s population grew by nearly 
320 million people, the urban population 
rose by nearly 340 million, food production 
moved from rationed minima to comfort- 
able self-sufficiency, and ape (in constant 
monies) increased more than eight-fold. Be- 
hind all of these changes are enormous vol- 
umes of new water. Even the barest per 
capita minimum of 70 liters of water a day 
(needed for drinking, cooking, personal 
and clothes washing, cleaning and waste 
disposal) translates to an additional 8 bil- 
lion tons of water a year needed for the 320 
million people that have been added since 


ex Mr. Smil is a professor in the Faculty of Envi- 
ronment at the University of Manitoba, Canada, 
and author most recently of Creating the 20th 
Century: Technical Revolutions of 1867-1914 
and Their Lasting Impact (Oxford University 
Press, 2005). 
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1980. Moving from the countryside to a city, 
meanwhile, tends to at least double the av- 
erage household water consumption. More- 
over, post-1980 modernization included 
massive increases in the output of such wa- 
ter-intensive industries as ferrous metal- 
lurgy, chemical syntheses, crude oil refining 
and food processing. And a disproportion- 
ately high share of China’s food production 
comes from its irrigated land and every ton 
of rice requires about 2,000 tons of water. 
Since 1980, however, China’s average 
per capita water consumption actually de- 
clined by nearly 5%—and not because the 
country has become an impressively more 
efficient consumer of irrigation, industrial 
or residential water. There are increasing 
signs that the country’s leadership may be 
finally willing to go beyond exhortation 
and empty promises and to invest a great 
deal of money in order to at least partially 
alleviate a daunting quartet of water chal- 
lenges facing today’s China: severe short- 
ages of water; its astonishingly inefficient 


use; its enormous pollution; and the uncer- 


tainty of future water supplies. 


China’s Water Supply 


ONE OF THE most frequently cited figures 
in the Chinese media refers to the coun- 
try’s low average per capita availability of 
water resources—as of 2005, only about 
2,200 cubic meters, or less than a third of 
the global average and just a quarter of the 
U.S. rate. This obviously low nationwide 
figure, however, hides more than it illumi- 
nates. All large countries have unevenly 
spaced precipitation, but China’s dispari- 
ties are particularly large. South China, 
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with roughly 55% of the population and 
35% of the cropland, has about 80% of the 
water resources. These shares are uncom- 
fortably lopsided for the north, with 45% 
of the population, nearly 60% of all crop- 
land, but less than 15% of the water. 

But even this contrast does not capture 
the true acuteness of China’s water chal- 
lenge. The three principal northern water 
basins—those of the Yellow River, Hai Riv- 
er and Huai River—cover 39% of the coun- 
try’s arable land, contain 35% of the 
population (some 460 million people), and 
are the source of a third of China’s annual 
GDP. But their combined water resources 
are merely 7.7% of the nationwide total. 
This means that annual per capita water 
availability in the area of these three water- 
sheds, the very heartland of China’s ancient 
civilization, is already below 500 cubic me- 
ters. Here the comparisons get truly worri- 
some: In per capita terms, nearly half a 
billion people have access to less water than 
does the population of Somalia, and they 
are just marginally ahead of Sahara-span- 
ning Algeria. 

Many northern cities, notably Beijing, 
already consume more water than the max- 
imum potentially usable surface flow, i.e. 
the amount of water deposited by rain and 
snow. Those seasoned China travelers who 
remember Mao-era Beijing with its handful 
of hotels equipped with Stalinist plumbing 
and who read about the capital’s water 
shortage during the late 1970s must wonder 
how has the city has accommodated scores 
of expensive hotels and apartment high- 
rises where residents may use more water 
for a single shower (it can take more than 
400 liters) than a city’s average family of 
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three people uses in a day. The answer is 
simple—even using every drop of surface 
water available in the city and the nearby 
areas would be insufficient, so Beijing has 
been engaged in one of the most aggressive 
water-mining campaigns in history. 

Because its own municipal reservoirs 
are so depleted, since 2003 Beijing has been 
bailed out by emergency infusions of water 
from reservoirs in northwestern Hebei 
Province and northern Shanxi Province. In 
the fall of 2005, the transfer amounted to 
150 million cubic meters of water. These 
desperate measures only increase the city’s 
annual water supply by less than 5%. 

This reality has led to even more ag- 
gressive depletion of the capital’s remain- 
ing underground water. Like so many 
other places around the world, Beijing 
was underlain by voluminous aquifers 
that were tapped for centuries by shallow 
wells. Serious water mining started in the 
early 1950s with the Communist industri- 
alization of the city. At that time the wa- 
ter table was in many places just two or 
three meters below the surface; now, 
slightly more than 50 years later, it has 
receded by as much as 50 meters. The 
process accelerated during the recent pe- 
riods of prolonged drought. Recently the 
city has been using roughly 3.5 billion cu- 
bic meters of water every year, with about 
75% of this total drawn from the disap- 
pearing aquifers. 

With the population topping 15 million, 
the city’s per capita mean prorates to just 
230 cubic meters per annum. But as the 
bulk of this supply goes for suburban farm- 
ing and for industries, the average public 
and residential rate is only about 75 cubic 
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meters per annum (200 liters a day), and 
household surveys show that actual do- 
mestic per capita use ranges between 110 
liters and 150 liters a day (in Japan, it is 
about 320 liters a day). 

The same process and the same water 
depletion is occurring across the North 
China Plain with predictable results: high- 
er costs for drilling deeper wells to pump 
from greater depths (eventually forcing 
many poorer farmers to abandon well-dig- 
ging). Severe water shortages, however, 
extend far beyond the North China Plain. 
Out of China’s 600 major cities, 400 have 
water shortages, and there are serious def- 
icits in 110 of them. 

The most alarming situation, however, 
is in the watershed of China’s second larg- 
est river, the Yellow River. Perhaps the 
most dramatic sign of China’s vanishing 
water resources has been the annual dry- 
ing out of the Yellow River. The basin of 
this river, situated at the northern extrem- 
ity of the monsoonal influence, has been 
subject to devastating cycles of drought 
and flood, but never in China’s long and 
carefully recorded history did the stream 
dry up completely before reaching the sea. 
But between 1985 and 2000, the river dried 
up every year as the dry spells started ear- 
lier and lasted for longer periods (the re- 
cord time span being 226 days in 1997). 
The length of the dry bed extended hun- 
dreds of kilometers from the river’s Bohai 
delta. A number of measures put in place 
since the summer of 2000 (restricted water 
use, improvements in irrigation, release of 
stored water in reservoirs) has kept the 
stream flowing—but only at a fraction of its 
normal volume. 
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Wasting Water 


AS IN ALL large, populous nations with in- 
tensive crop cultivation, the country’s agri- 
culture consumes most of the water (in 
China’s case 77%), followed by industries 
(18%) and households (5%). But China’s ir- 
rigation practices have been notoriously in- 
efficient—the best official estimates hold 
that only 40% to 45% of applied water is 
actually used for growing crops. Raising 
the official irrigation efficiency rate by just 
7% would save more water than is now con- 
sumed annually by all of China’s house- 
holds. State plans now envisage raising the 
irrigation efficiency by 10% (assuming the 
mean of 45%) by 2030, clearly too little too 
late. An even more egregious waste of Chi- 
na’s irrigation water is to use it for water- 
intensive cotton- and rice-growing schemes 
in the arid northern provinces. 

Examples of water waste in China’s in- 
dustries have changed little for decades. 
For every unit of China’s app, about six 
times as much water is consumed as in 
South Korea and nearly 10 times as much 
as in Japan. A few months ago China’s vice 
minister of construction claimed that 
about 20% of the urban water supply (near- 
ly 10 billion cubic meters nationwide) is 
lost though leaking pipes. 

A gradual series of price rises eventu- 
ally pushed the most expensive residential 
supply (in Beijing) to one yuan per ton by 
September 1998. By May of 2005, a further 
series of price hikes brought the rate to 4.5 
yuan per ton, still below the real cost and 
equal to less than 2% of Beijing’s average 
per capita disposable income. The World 
Bank, by comparison, concluded that a reli- 
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able water supply could cost up to 5% of dis- 
posable income even for the residents of 
low-income countries. By any standard, 
China’s water is still underpriced, particu- 
larly when taking into account much lower 
price increases for irrigation water. 

More than half of China’s waste water 
does not receive even the simplest primary 
treatment. Tens of thousands of small and 
medium enterprises that make consumer 
products for the Wal-Marts of the world 
have never entertained any idea of properly 
disposing of toxic wastes. They simply 
dump them into a nearby stream or a lake. 

China’s intensively cultivated country- 
side has an even more intractable water- 
pollution problem. In order to feed its 
people, the country is now the world’s larg- 
est user of nitrogenous fertilizers. More 
than half of the applied nutrient (and often 
more than 60% of all nitrogen used on Chi- 
na’s rice fields) ends up in water rather than 
in the grain’s proteins. Not surprisingly, in 
November 2005, the First National Inland 
Lakes Symposium was told that a recent 
survey found 70% of the country’s rivers 
contaminated with industrial pollutants 
and 75% excessively enriched with nitro- 
gen leached from fertilizers.. 


Difficult Solutions 


THE OUTCOME OF the largest-ever survey 
supervised by the State Environmental 
Protection Agency in April-May 2005 and 
involving four million people showed that 
more than 96% of respondents believed 
that the country is challenged by a water 
crisis and that a water-conserving society 
offers the most effective solution. Remark- 
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ably, 98% of respondents were in favor of 
special taxes to support environmental 
protection measures. 

There are no inexpensive and rapid so- 
lutions. The megaproject designed to solve 
the northern water shortages—the gran- 
diose south-north transfer of Yangtze Riv- 
er water all the way to Hebei province—will 
certainly surpass its enormous projected 
cost estimate, and while it will make a dif- 
ference in Beijing (the city should get ad- 
ditional one billion cubic meters by 2010) 
it will make little difference across the 
vast North China Plain until its later stag- 
es are completed during the coming de- 
cades. Meanwhile, the transfer scheme 
(part of the larger Three Gorges Project) 
will bring its share of problems, from re- 
settling nearly half a million people in the 
upstream provinces to creating foresee- 
able environmental complications. 

More efficient irrigation will require 
expensive spray and sprinkle systems fed 
by pumps. Traditional rainwater harvest- 
ing in arid regions will require investment 
in waterproof collection surfaces, runoff 
channels, sediment tanks and storage. 
Nearly complete reuse of industrial waste 
water will require state of the art treat- 
ment facilities. Rebuilding urban water 
and sewage infrastructures will take time 
and considerable expense, as will any mas- 
sive diffusion of water-saving faucets, 
shower heads and toilets. Effective solu- 
tions call for a sustained, multipronged ap- 
proach consisting of rational adjustment 
to crop production, technical fixes (rang- 
ing from more efficient manufacturing to 
high-level waste treatment), price incen- 
tives for water conservation, long-term in- 


China’s Thirsty Future 3 


vestment and vigorous enforcement of 
environmental laws. 

Seen in broader perspective, China’s 
water challenge is just one symptom of the 
country’s quest for modernity as industri- 
alization and urbanization put similar 
stresses on air, energy resources (which are 
also unevenly distributed) or arable land. 
China has been repeatedly tempted to solve 
these challenges by resorting to grandiose 


solutions of which the south-north water . 


transfer is just the latest example. 

Given the country’s population size and 
its economic aspirations, this approach may 
be defended as matching the scale of 
the challenge, but these steps also almost 
inevitably aggravate other shortages or 
worsen other undesirable trends. For ex- 
ample, a massive conversion of China’s rich 
coal resources to liquid fuels would reduce 
the country’s rising dependence on import- 
ed oil, but it would also call for huge 
amounts of water to be used in water-short 
north China. Similarly, substantial south- 
north water transfers will consume more 
energy and reduce farmland. 

There are other options. The most fea- 
sible one: China could save huge volumes of 
domestic water by importing more grain— 
recall that one ton of rice requires 2,000 
tons of water. For wheat the ratio is 1:1,500. 
This would require a major shift in strate- 
gic thinking as a high degree of food self- 
sufficiency has been one of China’s core 
policies. Because there are no precedents 
for facing such a serious water problem on 
such a scale, China’s relative success (or 
lack of it) will be a major indicator of the 
long-term viability of its ambitious eco- 
nomic goals. HY 
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Taiwan’s Voters 
Bring Back the Blues 





IS THE KUOMINTANG on the comeback trail? Certainly Taipei Mayor 


Ma Ying-jeou, the party’s new chairman, gained the benefit of mo- 


mentum from the Dec. 3 local elections, in which the KMT won a sur- 


prisingly large number of posts. The REVIEW asked two long-time 


observers of Taiwan politics to interpret where the island is headed. 


Not-So-Local 
Elections 


by Shelley Rigger 


E HE RESULTS OF Taiwan’s Dec. 

3 elections were a stunning set- 
back for President Chen Shui- 

bian’s Democratic Progressive Party. In 
the last weeks of the campaign, DPP insid- 
ers doubted the party would gain much 
ground in the election, but few predicted 
the magnitude of the defeat, in which the 
DPP lost three of its nine municipal execu- 





tive posts. For the Kuomintang, the elec- 
tion results—in which KMT candidates 


captured 14 top posts, with party allies 
winning 3 more—confirmed the leader- 
ship of party chairman Ma Ying-jeou. 
Overall, the kmT gained 51% of the vote to 
the DPP’s 42%, 

Voters went to the polls on Dec. 3 to fill 
three types of local offices: municipal 
(county and city) executives, municipal 
councils, and township and town execu- 
tives. Taiwan’s two largest cities, Taipei 
City and Kaohsiung City were not includ- 
ed; their mayors and councils will face 


- elections in 2006. 


os Ms. Rigger is the Brown associate professor 
of political science at Davidson College and au- 
thor of Politics in Taiwan: Voting for Democ- 
racy and From Opposition to Power: Taiwan’s 
Democratic Progressive Party. 





Although these elections were local 
races, they were not without national sig- 
nificance. To begin with, most municipal- 
ities have populations of over one million, 
large budgets and substantial governmen- 
tal responsibilities. Thus, even without the 
intrusion of national political issues, the 
elections were destined to be hotly con- 
tested. Also, the ppp had its first big suc- 
cesses at this level, and it has long 
advocated a strategy of “using the locali- 
ties to surround the center.” 

Beyond these local and organizational 
concerns, however, there was a palpable 
sense from the beginning of the campaign 
that this election would reflect voters’ as- 
sessment of the ppp government’s perfor- 
mance. No matter how vigorously DPP 
leaders insisted that these were local elec- 
tions, their denials could not dispel the 
feeling that the local races would consti- 
tute a midterm evaluation of President 
Chen. Local issues did dominate in some 
districts, especially in races where in- 
cumbent executives were seeking re-elec- 
tion, as well as nearly all of the council 
and town/township contests. But DPP 
nominees in two key races, Taipei County 
and Taichung City, lacked local connec- 
tions and were known for their close ties 
to the president. From the moment they 
were nominated, these men’s fate was in- 
extricably linked with the president’s 
reputation. 

Initially, the campaign appeared head- 
ed in a predictable direction, with candi- 
dates touting their plans for local 
construction and economic development. 
The ppp candidates, especially those close- 
ly associated with Mr. Chen, tried to por- 
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tray themselves as a new kind of politician: 
positive and incorruptible. 

The ppp’s image as a clean, progressive 
party was especially important because the 
DPP government’s lackluster performance 
since 2000 inspired little enthusiasm. In 
particular, President Chen Shui-bian’s ap- 
proval ratings were sagging to new lows as 
the election approached; a TvBs poll taken 
in May found satisfaction with his perfor- 
mance below 30%. (It now stands around 
20%.) With few concrete accomplishments 
to boast of, the ppp was forced to rely even 
more heavily than usual on its image as the 
party of youth, vigor, idealism and reform. 

In October, the prr candidate for Tai- 
pei County executive, Luo Wen-chia, and 
another young pr? politician, Duan I-kang, 
called for a “New ppp Movement” to rein- 
vigorate the party’s founding ideals. Mr. 
Luo hoped to distance himself from Presi- 
dent Chen, but the New ppp Movement 
was not solely a political maneuver. Many 
young DPP politicians and activists were 
deeply worried about their party’s direc- 
tion, and they were quick to support Mess- 
rs. Luo and Duan. But within days, top 
party leaders put a stop to the movement, 
rejecting claims that the party had lost its 
way under Mr. Chen. The younger genera- 
tion was forced to retreat. 

The promise of clean government is a 
cornerstone of the ppp’s political strategy. 
In the past, many Taiwanese voted for the 
DPP despite its positions on cross-Strait is- 
sues because they believed the KMT was 
corrupt and needed to reform. For the DPP, 
“owning” the anticorruption issue was es- 
sential to the party’s efforts to broaden its 
appeal beyond its traditional base. 
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So when scandal erupted at the party’s 
highest ranks, local candidates found 
themselves stripped of their most effective 
political weapon. The scandal began in 
August, when Thai construction workers 
employed by the Kaohsiung mass rapid 
transit system rioted to protest their work- 
ing and living conditions. The riot exposed 
widespread official wrongdoing, including 
bribe-taking in exchange for bending rules 
forbidding the use of foreign workers and 
labor brokers. The highest-ranking official 
directly affected by the scandal was the 
deputy secretary-general of the presiden- 
tial office, Chen Che-nan. The presidential 
office defended Mr. Chen until photos sur- 
faced proving that he had lied about a gam- 
bling trip to South Korea—a trip allegedly 
paid for by individuals with an interest in 
the Kaohsiung MRT. 

Once the photos came to light, the DPP 
expelled Chen Che-nan. But the govern- 
ment also tried to revoke the broadcasting 
license of the TV station that broke the 
story, which only compounded the party’s 
PR nightmare. Chen Che-nan eventually 
was indicted, along with more than 20 
other people, for crimes related to the 
scandal. Although they were not accused 
of wrong-doing, two other DPP officials 
also resigned: Chen Che-nan’s son, acting 
Kaohsiung Mayor Chen Chi-mai, and Chen 
Chu, the head of the cabinet-level Council 
of Labor Affairs. 

Finding itself face to face with a scan- 
dal to rival the KMT’s worst embarrass- 
ments only weeks after the KMT had 
elected a new party chairman, Taipei 
Mayor Ma Ying-jeou, with a reputation for 
incorruptibility, the ppp turned sharply 
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negative. In Taipei County, the party 
dredged up a 15-year-old scandal to attack 
the KMT nominee. In Taichung City, DPP 
campaigners told voters that KMT incum- 
bent Jason Hu, who suffered a mild stroke 
two years ago, was too ill to continue in 
office. President Chen himself suggested 
that Mr. Hu might “keel over” at any min- 
ute. A sudden burst of prosecutorial activ- 
ity on adecade-old corruption investigation 
involving military purchases also.drew 
suspicions of political motivation. 

Meanwhile, in the grass-roots elec- 
tions for municipal councilors and town/ 
township executives, local issues and re- 
lationships predominated. Local factions 
were mobilized to support their leaders, 
leading to a spike in vote-buying allega- 
tions (vote buying is common in the most 
basic elections, although it has diminished 
in higher-level races). Nonetheless, 
throughout Taiwan, KMT candidates loft- 
ed the banner of Mr. Ma, adorning bill- 
boards, buses and campaign offices with 
huge photographs of themselves posing 
with the new party chairman. In contrast, 
images of President Chen were all but ab- 
sent from the local campaigns. 

The most succinct assessment of the 
elections’ import came from Mr. Ma. As 
the final results were tallied, the Taipei 
mayor observed that the kmT had not de- 
feated the ppp; the ppp had defeated itself. 
He urged his party members not to be- 
come complacent, but to face the challeng- 
es ahead immediately. For the kmt, these 
challenges are formidable. To begin with, 
a 51% vote share is not a safe margin of vic- 
tory in a presidential election. To secure 
its return to power in 2008, the party must 





consolidate its victory. To do that, it must 
show that it is acting on the voters’ expec- 
tation of reform. At the same time, the par- 
ty must pull together its disparate elements 
and factions and secure its autonomy from 
the small, but vocal, People First Party, its 
legislative ally. Even as the PFP’s support 
base has dwindled, its legislative heft has 
allowed it to drag the kmT away from the 
political center. Neutralizing this factor is 
an important step in securing the KMT’s 
room for maneuver. 

For the ppp, the election is the second 
major set-back in as many years. Few ex- 
pected the KMT and PF? to hang onto their 
legislative majority in December 2004, yet 
they did so. Now the kT has surged ahead 
even further. For the ppp, two central ques- 
tions loom: What went wrong, and how can 
the party adjust its strategy to arrest the 
downward momentum? 

A party report released on Dec. 7 at- 
tributed the defeat to seven factors. While 
not assigning individual blame, the overall 
tone of the report suggests that President 
Chen has the most to answer for. Mr. Chen 
cannot escape responsibility for the top 
two factors: the Kaohsiung scandal Git was 
he who brought Chen Che-nan into the 
presidential office and defended him until 
irrefutable evidence emerged) and the 
government’s poor performance. Two oth- 
er factors implicate Chen as well: the nom- 
ination strategy, which had been criticized 
even before the election as too strongly in- 
fluenced by the president’s own preferenc- 
es, and the decision to consolidate the 


The DPP needs to soften its cross-Strait stance so 
Taiwanese can access economic opportunities. 





party’s traditional base through negative 
campaigning and appeals to Taiwan na- 
tionalism instead of reaching out to cen- 
trist voters. 


DPP chairman Su Chen-chang already 
has resigned, a move which may put him 
out of harm’s way for the moment. Mr. Su 
is a leading contender for the party’s 2008 
presidential nomination, and this election 
result is unlikely to affect his status. Few 
in the party blame him for the loss, and ef- 
forts to make him a scapegoat could easily 
backfire. His probable replacement, Vice 
President Annette Lu, is unlikely to derive 
much political benefit from accepting the 
hot-potato appointment. Premier Frank 
Hsieh—another presidential front-run- 
ner—is in a tighter spot for the moment, as 
he was Kaohsiung mayor when the scan- 
dal began. He insists he had no knowledge 
of the wrong-doing, but his failure to pre- 
vent the scandal may yet be his undoing. 

Beyond the immediate political dam- 
age to leading ppp figures, however, a key 
question remains: How can the ppp make 
itself a party that Taiwanese voters trust 
to form a government? The claim to be 
cleaner and more democratic is already 
stale. To enlarge its support, the DPP needs 
to offer a persuasive package of ideas that 
a majority of Taiwanese can embrace. For 
DPP pragmatists, this means softening the 
party’s stance on cross-Strait relations so 
that Taiwanese can have easier access to 
economic opportunities in mainland Chi- 
na. But others are clinging to the idea that 
Taiwan should avoid deepening its in- 
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volvement with the P.R.C. too much. The 
outcome of this debate will determine the 
ppp’s future course. If the ppp can settle 
this issue, that may turn out to be the most 
important result of the 2005 “three in one” 
elections of all. 


A Referendum on 
President Chen 


by John F. Copper 


FIRST GLANCE, Taiwan’s Dec. 
A 3 elections hardly seemed im- 

portant. But given Taiwan’s very 
close balance between the “panblue bloc” 
that controls the legislature and the “pan- 
green bloc” that holds the presidency, and 
the bitter standoff between them that has 
produced severe political paralysis, almost 
any election has larger significance. 

The best explanation for pangreen’s de- 
feat is that its usual or core election tac- 
tics—picking a fight with China to stir up 
local nationalism and accentuate ethnic 
feelings, claiming to be the force behind 
Taiwan’s democratization, and tarring the 
opposition with corruption—did not work. 

An important new election issue was 
defending the country by purchasing weap- 
ons from the U.S.; here pangreen did not 
manage the debate well and failed to capi- 
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talize on panblue obstructionism. 

Finally, pangreen’s reputation for effi- 
cient and honest rule in local government 
had been sullied, and President Chen ap- 
peared before and during the campaign to 
be a lame duck unable to wield much po- 
litical influence or help his party’s candi- 
dates. Additionally, his personal popularity 
was at its nadir. 

Nor was the “China card” much help to 
the ppp. In 1996 and 2000, China helped 
Lee Teng-hui and Mr. Chen win presiden- 
tial elections by intimidating Taiwan, with 
missile tests in the former case and stern 
warnings in the second. This generated a 
backlash that favored candidates who were 
hostile toward China and supported an in- 
dependent Taiwan. 

During the 2001 legislative and the 2004 
presidential elections, President Chen used 
the so-called “China factor,” together with 
playing the “ethnic card” (by associating 
China with Taiwan’s mainland Chinese, or 
recent immigrants) and by appealing to the 
Taiwanese (earlier Chinese immigrants 
that constitute an 85% majority of voters) 
to love Taiwan and vote pangreen. 

But Mr. Chen risked close relations with 
the U.S. by doing this. In fact, the Bush ad- 
ministration stated unequivocally that it 
did not want Mr. Chen provoking a conflict 
with China, especially when the U.S. was 
preoccupied with problems in the Middle 
East and while China was helping America 
fight the war on terror and resolve the 
North Korea issue. 

During the 2004 presidential election 
campaign, when President Chen called for 
referenda (that had been associated with a 
bid for independence or, to China, “seces- 
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sion”) and rewriting the constitution (which 
would constitute a legal break from China), 
the U.S. sent him a number of warnings, 
which he generally disregarded. 

So after the election, the Bush admin- 
istration fired the director of the American 
Institute in Taiwan for congratulating Mr. 
Chen when the election results remained 
uncertain. Later Secretary of State Colin 
Powell said Taiwan did not possess sover- 
eignty, and then retracted the comment, 
apparently to put Mr. Chen on notice. 
President George W. Bush himself, accord- 
ing to the media in Taiwan, made some 
quite negative comments about President 
Chen. China in the meantime realized its 
past missteps and kept its composure. 

During this election campaign, Wash- 
ington again let it be known in advance it 
would not put up with President Chen’s 
provocations. One State Department offi- 
cial put it bluntly: “If the U.S. is going to 
war with China we want to decide the time 
and place, not [Mr.] Chen.” President Chen 
was thus hemmed in and denied one of his 
most useful election ploys. 

Second, the pangreen bloc had long 
portrayed itself as the main force behind 
democratization and claimed the KMT 
sought to return the country to authoritar- 
ian rule. In the past this tactic worked; 
Taiwan needed a viable opposition party 
to have competitive elections and thus a 
working democracy. After Mr. Chen’s vic- 
tory in 2000, he claimed that Taiwan’s de- 
mocracy had been consolidated and most 
found his words credible. 


Chen Shui-bian was hemmed in by Washington 
and denied the opportunity to play the “China card.” 






But gradually there was as much or 
more heard about “green terror” (meaning 
Mr. Chen’s authoritarian tendencies) as 
about “white terror” (past KMT oppres- 
sion). Going into this election, the Chen 
administration’s searching of newspaper 
offices, confiscation of magazines, shut- 
ting down of unfriendly television sta- 
tions, and banning of news representatives 
from China were all on voters’ minds. Re- 
flecting that this was more than just pan- 
blue rhetoric, the Paris-based Reporters 
Without Borders declared there has been 
a marked decline in press freedom in Tai- 
wan under Mr. Chen. 

On the third pangreen campaign issue, 
corruption, President Chen and the ppp 
were clearly no longer seen by the elector- 
ate as the “guys in white hats.” The ppp 
had long scored points with voters on KMT 
corruption and vote-buying. During the 
2000 elections and since, it has spoken 
loudly and often of Taiwan being ruined 
by “black gold” (the connection between 
politicians and criminals creating “money 
politics”), and linked corruption, especial- 
ly vote buying, to the kmT’s vast property 
and money holdings. Many voters were 
persuaded this was a blight on the country 
and voted pangreen. 

Since 2000, however, the Chen admin- 
istration has been linked frequently to 
money scandals and use of government 
money to its partisan advantage. This in- 
cludes using publicly funded television to 
run programs that advance pangreen 
causes and laud President Chen. And the 
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ppp has not been short of cash as it was in 
earlier elections. 

A related problem for the pangreen 
camp was the fact that its mayors and 
county chiefs were given low ratings ac- 
cording to recent public-opinion surveys. 
Four at the bottom of the rankings were 
DPP appointees who were fill-ins for those 
who left their positions to join the Chen 
administration in Taipei. This reflected 
the ppp’s longstanding shortage of talent, 
but it still hurt pangreen’s reputation. 

On the matter of defense spending and 
purchasing weapons from the U.S. to de- 
fend the country and help Washington 
maintain the security in East Asia, the 
prime problem being a more threatening 
China, President Chen clearly failed to 
make it a winning issue. Mr. Chen built a 
reputation for opposing defense spending 
in the past. And the military budget has 
deteriorated markedly under his presiden- 
cy. One observer described Mr. Chen’s 
calling for more defense spending as “not 
credible and too little too late.” 

Another area where the Chen admin- 
` istration failed to gain traction and there- 
by indirectly helped panblue candidates 
was in foreign policy. Diplomatic visits 
boosted President Chen’s popularity in the 
past; lately they did not. Perhaps his recent 
trips were seen too much as public rela- 
tions related to the election. Or they sim- 
ply failed to generate much excitement 
because they had become too frequent. 

And, in spite the fact that most people 
in the U.S., Europe and Japan feel Taiwan 
possesses sovereignty, Taipei has been 
steadily losing diplomatic relations due to 


Beijing’s efforts to isolate Taiwan. Mr. 
Chen promised to remedy the situation, 
but there is little Taiwan can do. Further, 
Mr. Chen seems to have exacerbated this 
with his hostility toward leaders in Beijing 
(though, in fairness, China would have iso- 
lated Taiwan anyway). 

The Kmr has always won on the issue 
of the economy, and the recent downturn 
accentuated the positive aspects of its past 
rule. Furthermore, KMT candidates linked 
economic growth to better relations with 
China. Both Lien Chan and James Soong, 
heads of the KMT and PFP respectively, re- 
cently made trips to China that the Chen 
administration tried to portray as “first 
steps in selling out Taiwan,” yet got favor- 
able poll ratings. 

This contrasted starkly with ppp “des- 
peration efforts” in the late days of the 
campaign, with campaign leaders insinu- 
ating some KMT leaders, including Mayor 
Ma and Taichung Mayor Jason Hu, were | 
homosexuals, while making public Mr. | 
Hu’s confidential medical records. This 
turned off many voters. 

Pangreen’s setback is a possible bell- 
wether of the coming legislative and pres- 
idential elections in 2007 and 2008 
respectively, raising expectations that 
panblue candidates will win these elec- 
tions. But those contests are still far off. 
More certain is the fact that this election 
indicates panblue has made a comeback, 
that the two-party system is now stronger 
(with the two large parties dominating re- 
cent elections), and Taiwan’s electorate is 
becoming more astute and demanding 
performance from those in office. | 
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Korean Xenophobia 


by Kim Wan-soon and Lee You-il 





HEN FINANCIAL CRISIS 
struck South Korea in 
1997, many observers 
foresaw at least one 
“blessing in disguise.” 
The external shock forced the country to 
abandon its insular and protectionist 
stance and embrace whole-heartedly a 
FpI-driven globalization process. And in- 
deed the Foreign Investment Promotion 
Act of 1998 did mark a dramatic change in 
policy toward inward investment. 

However, a recent spate of grievance 
cases brought by foreign companies has 
cast serious doubt on Korea’s commitment 
to globalization and Foz liberalization. Ko- 
rean public sentiment has turned against 
foreign capital due to the growing presence 
of foreign-controlled banks and the entry 
of foreign equity funds. Korea is widely per- 
ceived as reverting to its old “hermit king- 
dom” mindset. 

Last month, we completed a survey of 
43 ceos of foreign companies doing busi- 





ness in Korea and heads of foreign cham- 
bers of commerce in the country, asking 
them about their perceptions of the busi- 
ness climate for inward investment. Their 
answers confirmed that they are feeling the 
chill wind of xenophobic attitudes making 
a comeback. But the picture was hardly 
one-dimensional, as other problems also af- 
fected their calculations. Moreover, most of 
those interviewed remained optimistic 
about business prospects, and noted that 
Korean ambitions to make the country into 
a regional hub for international companies 
will require further liberalization. 


A Battlefield Conversion 


WHEN FORMER PRESIDENT Kim Dae Jung 
took office on Feb. 25, 1998, the new ad- 
ministration inherited a shattered econo- 
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my. Fortunately, he also had a mandate to 
carry out massive structural reforms re- 
quired by the International Monetary 
Fund as part of the $58.4 billion rescue 
package. One of the top priorities of the 
new administration was attracting FDI in 
order to overcome the currency crisis and 
strengthen the competitiveness of Korean 
industry. 

Prior to this, FDI played an insignificant 
role in Korea’s economic development. In 
the initial period of Korea’s modern eco- 
nomic growth during the 1960s, foreign 
capital inflows were encouraged to make 
up for the shortage of domestic savings 
and foreign reserves. However, the Korean 
government preferred foreign borrowing, 
which brought foreign resources under its 
control, as opposed to FDI. 

That’s because the government and the 
public feared that Korean industry would 
be dominated by foreign entities, a deeply 
rooted sentiment due to the recent history 
of Japanese colonization from 1910-45. 
Even today there is a lingering suspicion 
that FDI is really just a means for foreign- 
ers to control the Korean economy. Anoth- 
er factor working against FDI was the 
relative cost structure of capital—in times 
of inflation and exorbitantly high domestic 
interest rates, cheaper borrowing from ac- 
cessible offshore markets was much more 
attractive to Korean businessmen than 
foreign equity capital. 

Only after teetering on the brink of de- 
fault in late December 1997 did Korea real- 
ize that foreign borrowing carried 
substantial hazards and that Fp could act 
as an important stabilizer against the risk 
of financial panic. The Foreign Investment 


Promotion Act legally and uncondition- 
ally guaranteed international remittances 
by foreign investors, and more important- 
ly focused on creating an investor-friendly 
environment through the introduction of 
various support measures, including a 
wide range of financial incentives, as well 
as the establishment of institutional vehi- 
cles, such as the investment ombudsman 
system. 

With the passage of FIPA, Korea’s FDI 
regime has been effectively liberalized, 
with 98.2% of all business sectors open to 
foreign investment, on par with other 
OECD economies. Also, the amendment to 
the Foreigner’s Land Acquisition Act in 
May 1998 saw restrictions on foreign own- 
ership of land, property and dwellings 
completely removed. As a result, the 
amount of land acquisition by non-Kore- 
ans climbed 3.9-fold to 148.5 million square 
meters from 1997 to 2003. 

The combination of sweeping liberal- 
ization measures and pro-FD!I institutional 
reforms designed to lure foreign investors 
has enabled Korea to record a dramatic in- 
crease in inward FDI since 1997. Total FDI 
during the past seven years alone (1998- 
2004) tallied more than $79 billion on a 
notification basis, which is nearly quadru- 
ple the $25 billion posted during the previ- 
ous 35 years. 

This recitation of Korea’s FDI successes 
is not meant to disguise the fact that re- 
form has not proceeded in an entirely 
trouble-free fashion. It is widely acknowl- 
edged that Korea has been slow in imple- 
menting restructuring in its financial, 
corporate, labor and government sectors, 
due to the painful decisions that must be 
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made along the road toward conforming 
to global standards. As inefficient busi- 
nesses and public enterprises are allowed 
to go bankrupt, or are restructured or 
privatized, widespread layoffs and unem- 
ployment cannot be avoided. 


Labor Unrest 


ONE KEY ASPECT of the Korean working 
environment that foreign companies must 
come to grips with is that of the confron- 
tational relations between labor unions 
and management. Apart from more gen- 
eral deterrents to FDI, the Korean labor 
market is the single most consistent worry 
for foreign MNCs. Many interviewees and 
foreign chambers of commerce believe 
that Korean labor law disadvantages man- 
agement. Before the labor reform drive of 
1997, Korean labor policies had provided 
excessive employment protection and 
wages had grown too rapidly due to the 
influence of labor unions. It is for this rea- 
son that management insisted that a flex- 
ible labor market was a prerequisite to 
enhancing the global competitiveness of 
domestic firms and luring FDI. 
Labor-management discord at foreign- 
invested companies was the most damag- 
ing economy-related issue in 2003, as 
evidenced by strikes at companies such as 
Owens Corning Korea, KGI Securities, Tet- 
ra Pak and Nestlé Korea, among others. Al- 
though Korea’s unionization rate of 11% is 
significantly lower than many other OECD 
economies, the labor unions can mobilize 


Prejudice against foreign companies and fears of 
imperialism are obstacles to attracting FDI. 





89% of less privileged employees. In 2003, 
there were 32 labor disputes reported at 
foreign-invested companies, compared to 
26 cases a year earlier. Of the 32 cases in- 
vestigated by the Office of Investment 
Ombudsman located at the Korea Trade- 
Investment Agency, 16 were in the auto- 
parts sector, showing that disputes mainly 
took place in the labor-intensive sectors. 
Of course, the vast majority of foreign-in- 
vested firms have never experienced la- 
bor-management conflicts, particularly in 
the high-tech and capital-intensive lines. 

Aside from union militancy, rising la- 
bor costs have been one of the major rea- 
sons for the slowdown in FDI into Korea, 
as multinationals relocate their manufac- 
turing operations to cheaper countries. 
According to the U.S. Bureau of Labor Sta- 
tistics, average hourly compensation costs 
in U.S. dollars for Korean production 
workers in manufacturing increased by 
17.3% in 2003 to $9.16. In terms of labor 
unit costs, defined as the cost of labor com- 
pensation per unit of output, the figure for 
Korea rose by 6.6% between 2001 and 
2002 because wage costs grew faster than 
labor productivity. 

Bringing labor laws and institutions in 
line with global standards while minimiz- 
ing social costs stemming from labor-man- 
agement conflicts is certainly one of the key 
tasks to be addressed if Korea hopes to join 
the ranks of mature industrialized coun- 
tries. It is quite encouraging in this context 
to note that the orcp favorably reviews 
Korea’s Roadmap for Industrial Relations 
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Reform. In line with the o—EcD recommen- 
dations, Korea has committed to revise its 
labor laws and industrial relations systems 
to meet global standards by 2007. 


Excessive Regulation 


THE MOST COMMON complaints from the 
foreign business community in Korea re- 
late to inconsistent and obscure laws and 
policies formulated at the discretion of var- 
ious government organizations. Korean 
legislation is plagued by many vague ex- 
pressions such as “adequate,” “suitable” or 
“other similar cases.” Government organi- 
zations therefore have huge discretionary 
powers when implementing the law, and 
this power is often exercised improperly. 
Foreign businesspeople do have legiti- 
mate complaints. First, Korean civil ser- 
vants have a reputation for possessing an 
inflexible and uncompromising mindset. 
This stems from the conservative atmo- 
sphere within the bureaucracy and the cur- 
rent civil service examination system, 
which relies on rote memorization of ar- 
cane regulations rather than sufficient test- 
ing of analytical and reasoning skills. This 
effectively bars bright and creative individ- 
uals, especially those educated abroad, 
from entering the civil service since they 
tend not to spend their time memorizing 
the relevant rules and regulations. 
Second, the civil service does not con- 
duct adequate surveys and in-depth evalu- 
ations to keep abreast of recent changes in 
the economy and current market condi- 
tions. While the market has experienced 
turbulent and rapid changes, such as revo- 
lutionary technological breakthroughs, 


emergence of new management skills, etc., 
corresponding progress within Korea’s 
bureaucratic organizations has not taken 
shape. 

Perhaps most frustrating is the incon- 
sistent interpretation and application of 
conflicting regulations among the various 
government agencies at all levels. This un- 
dermines smooth and effective adminis- 
tration, hampers clear communication 
with related parties, and leads to unneces- 
sary requests for information. For example, 
many foreign companies interested in set- 
ting up large discount stores in Korea are 
in for a rude awakening when it comes to 
applying for a building permit. After spend- 
ing much time and energy trying to find 
their way through the bureaucratic jungle, 
foreign companies, exasperated and frus- 
trated by this time, often find themselves 
at the mercy of local politicians. 


Opening the “Hermit Kingdom” 


PREJUDICE AGAINST FOREIGN companies 
and the associated fears of imperialism are 
still the main obstacles to attracting FDI 
into Korea, according to the majority of 
our interviewees. Although the lingering 
suspicion of FDI held by many Koreans has 
slowly eroded with the growing recogni- 
tion that FDI has played a vital role in help- 
ing to revitalize the Korean economy 
following the financial crisis of 1997, there 
have been periodic outbreaks of antifor- 
eign sentiment. It can be said that curbing 
xenophobic sentiments and fostering an 
open society is the most difficult yet per- 
haps most fundamental task for the global- 
ization of the Korean economy. 
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Several cases elucidate the closed 
mindset of the Korean people. Although it 
is common knowledge that Korea has a 
highly trade-dependent economic struc- 
ture, it took seven months of deliberations 
and three failed attempts for the National 
Assembly to ratify a free-trade pact with 
Chile, the first such agreement ever en- 
tered into by Korea with another country, 
because of the overzealous and national- 
istic agrarian interest groups. 

The bilateral investment treaty be- 
tween Korea and the U.S., expected to re- 
juvenate sagging FDI inflows to Korea, has 
been indefinitely postponed because of 
the interests of a relatively small number 
of movie industry lobbyists who are fer- 
vently opposed to relaxing the country’s 
screen quota system. Furthermore, the 
Bank of Korea has contended that the 
presence of foreign financial institutions 
in Korea is a destabilizing factor in the 
Korean economy. l 

Misleading, emotional appeals, which 
are devoid of any logical substance and 
recklessly cite the outflow of national 
wealth argument, fail to recognize that 
foreign-invested firms bring advanced 
technology and management know-how 
into Korea, thereby producing healthy 
competition, promoting corporate trans- 
parency and raising overall productivity. 


Northeast Asia’s Business Hub? 


FEW WOULD DENY that the Korean econo- 
my is increasingly caught between China’s 
cheap labor and Japan’s technological 
prowess. As a Booz, Allen and Hamilton re- 
port in 1997 put it, Korea risks being “nut- 


crackered” by its two giant neighbors. 

Fortunately, the country is waking up 
to the fact that it may have no choice but 
to make a drastic move to chart a new 
course for the 21st century in order to ad- 
just to the changing regional economic dy- 
namics of Northeast Asia and to prosper 
despite its limited natural resources. 
Against this background, Korea unveiled 
in July 2002 a detailed plan to transform 
itself into a world-class logistics center, a 
knowledge-based economy, as well as an 
international business and financial hub of 
Northeast Asia. 

The business hub idea was initially fo- 
cused on creating a logistics hub, but has 
since been extended to include visions of 
Korea as a center for finance, R&D, and re- 
gional headquarters of multinationals. A 
core task for becoming a Northeast Asian 
business hub, from an operational perspec- 
tive, is the designation of free economic 
zones. According to the Act on the Designa- 
tion and Management of Free Economic 
Zones, which went into effect in July 2003, 
three areas in Incheon were designated as 
the first FEz on August 2003. The Incheon 
FEZ triangle plans to be home to logistics 
and business centers, high-tech knowledge- 
based industries, a financial center, and lei- 
sure/tourism complexes by the year 2020. 
For the financing of these ambitious proj- 
ects, the total required outlay is estimated 
toreacha staggering 202 trillion won (about 
$174 billion). What should be noted, how- 
ever, is that the share of FDI is projected to 
be only about 10% ($17.6 billion), much less 
than in Shanghai, which has an overwhelm- 
ingly large foreign financing component. 
Subsequently, Busan/Jinhae and the 
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Gwangyangman Bay area were designated 
as the second and third FEzs, respectively, 
in October 2003. 

FEzs are thus preparing to offer various 
tax incentives, one-stop administrative 
services, and improved housing, education 
and medical services to foreign investors. 
In addition, FEzs will utilize English for all 
administrative paperwork and will allow 
for the unlimited use of foreign currency. 
Furthermore, the government has an- 
nounced a plan to relax many of the rigid 
labor regulation within FEzs, such as man- 
datory employment requirements for vet- 
erans, the disabled or the elderly, that have 
long burdened foreign firms operating in 
Korea. 

Despite the Korean government’s and 
the media’s promotional efforts, however, 
the majority of foreign companies in Korea 
remain skeptical of the government’s ambi- 
tious vision. Ironically, these companies re- 
main overwhelmingly positive about their 
own prospects in Korea. Nevertheless, this 
can’t obscure the fact that Korea’s is losing 
its competitiveness in attracting FDI com- 
pared to its rivals. Korea’s brand image and 
business environment, reflected in the in- 
terviews, are far less competitive than oth- 
er major cities of Asia. 

For instance, a 2002 survey of 1,700 
managers at 71 Fortune 500 companies in 
Asia showed that Seoul came in last after 
Hong Kong, Shanghai, Singapore and To- 
kyo in five of eight categories: globaliza- 
tion status, foreign-exchange controls, 
labor market flexibility, work permits, im- 
migration, and prestige. In a similar vein, 
a McKinsey report released in July 2003 
found that Seoul must overcome many 


significant barriers if it is to become a fi- 
nancial center in Northeast Asia, includ- 
ing its restrictive and anti-market 
regulatory practices, lack of English lan- 
guage abilities, disruptive unions, and 
comparatively inconvenient living condi- 


tions for foreigners. 

T are that Korea is saddled with 

. chronic inefficiency, inconsis- 
tency, unpredictability and hidden inter- 
pretations in its FDI policies, unequal 
treatment in the domestic market, and rel- 
atively higher political and social instabil- 
ity than in other Asian countries. Any or all 
of these shortcomings could certainly stifle 
Korea’s globalization strategy aimed at at- 
tracting major multinational businesses. 

To sum up, the most significant finding 
of our study is that despite Korea’s remark- 
able crisis recovery and financial stabiliza- 
tion, FDI policies and the government’s 
behavior toward foreign investment are 
still viewed as inconsistent and unpredict- 
able, “xenophobic” or even “schizophren- 
ic” by many in the international business 
community. 

The liberalization measures adopted 
during the financial crisis have failed so 
far to show results in terms of a global out- 
look. Without a commitment to changing 
the closed mindset at the grass-roots level, 
institutional reforms are doomed to be 
short lived. For the government to main- 
tain the momentum toward globalization, 
it must show strong leadership in demon- 
strating the benefits of an open and mar- 
ket-driven economy, and educate and 
enlighten the public. mm 
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A Chance to 
Reshape Pakistan 





by Brahma Chellaney 
HE DEVASTATING earth- the intractable territorial dispute over 
quake that struck Paki- Kashmir waged by Pakistan and India—but 
stanandAfghanistanon this calamity offers a more fundamental 


Oct. 8 not only claimed 
tens of thousands of 
lives, including 87,000 in the Pakistan- 
controlled state of Kashmir alone. By dev- 
astating Kashmir and northern Pakistan, 
the quake also hit a principal recruiting 
ground and logistical center for global ter- 
rorists. It leveled a number of terrorist 
training camps in a region that serves as 
the last main refuge of al Qaeda—and quite 
possibly the hiding place of Osama bin 
Laden. 

The earthquake in Pakistan is an exam- 
ple of how a natural disaster does not have 
to be an unmitigated tragedy; it can pro- 
vide the shock needed to trigger political 
change and economic revitalization. In 
this particular region, both are desperate- 
ly needed. Pakistani President Gen. Pervez 
Musharraf has emphasized only one op- 
portunity afforded by the quake—resolving 
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opening for Pakistan to chart a better fu- 
ture for itself. This future can be realized 
through wise use of aid money being of- 
fered for the region’s reconstruction. 

Northern Pakistan has become crucial 
not only to India and Pakistan but also to 
the global war on terrorism. As a tool in 
this war, a huge amount of international 
aid is flowing into quake-ravaged northern 
Pakistan, giving donors the potential le- 
verage to steer the region away from ter- 
rorism. Beside disbursing at least $160 
million in emergency relief aid, interna- 
tional donors have pledged $5.8 billion for 
long-term reconstruction. 

As another component of the interna- 
tional relief effort, the United States has 
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sent 1,200 troops to the militant strong- 
holds in the mountains of northern Paki- 
stan, and NATO is sending up to 1,000 more. 
Donors to the relief effort can be assured 
that that their aid, at a minimum, will not 
be used to rebuild the terrorist infrastruc- 
ture destroyed by the forces of nature. But 
entirely rooting out terrorism in Pakistan 
is aproblem that seems as enormous as the 
sums being disbursed there. 

Hobbled by military rule, militant Is- 
lam, endemic corruption and dependency 
on foreign aid, Pakistan remains a main 
breeding ground of global terror and the 
likely hideout of the most wanted terror- 
ists. Leading fugitives captured in Paki- 
stan in recent years include Khalid Sheikh 
Mohammed, al Qaeda’s third in command; 
Abu Zubeida, the network’s operations 
chief; Yasser Jazeeri; Abu Faraj Farj; and 
Ramzi Binalshibh, one of the 9/11 coordi- 
nators. These al Qaeda leaders were found 
living in cities across Pakistan. 

In a television interview last August, 
Pakistani Foreign Minister Khurshid 
Mehmood Kasuri boasted that his country 
had not handed over “a single Pakistani” to 
the United States, and that all the captured 
al Qaeda figures transferred to U.S. author- 
ities were foreigners. However, Pakistan’s 
home-grown, al Qaeda-linked Islamist mi- 
litias, like the Lashkar-e-Taiba and Jaish- 
e-Mohammed, continue to operate openly 
in the northern parts of Pakistan, despite 
an official ban on their activities. 

Ominously, Pakistan has emerged as a 
common thread in the investigations of 
most acts of international terrorism. As 
Gen. Musharraf himself acknowledged 
July 21 in an address to the nation after the 





London subway bombings, “Wherever 
these extremist or terrorist incidents oc- 
cur in the world, a direct or indirect con-- 
nection is established with this country.” 

For the U.S. and other NaTO states, the 
quake relief and reconstruction in Pakistan 
offers an important opportunity to win 
hearts and minds in a citadel of anti-West- 
ern radicalism—a country that the Con- 
gressional Research Service warned is 
“probably the most anti-American country 
in the world right now.” After all, U.S. tsu- 
nami relief helped change attitudes in an- 
other Muslim country, Indonesia, where 
survivors in the province of Aceh still are 
grateful for the help they got from America 
but not from Islamic separatists. 

But unlike in Aceh, Islamists and under- 
ground militants were quick to begin res- 
cue-and-relief operations in the 
quake-battered parts of Pakistan even be- 
fore the state could respond. In fact, ex- 
tremist organizations, as The Wall Street 
Journal reported on Nov. 23, are now open- 
ly competing with international teams in 
relief work, with the lead being taken by Ja- 
maat-ud-Dawa (an offshoot of the Lashkar- 
e-Taiba), labeled a terrorist organization by 
the U.S. and India and banned by Gen. 
Musharraf in 2002. 

Through such dedicated work, the Is- 
lamists have boosted their popular image 
at the expense of the ruling military, whose 
sluggish and muddled initial response be- 
lied its claim to being Pakistan’s most reli- 
able institution. Even in Islamabad, it took 
military rescuers two hours to reach the 
only building that collapsed, with just one 
crane available in the entire city. 

Now, children orphaned by the quake 
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‘are being “adopted” by Lashkar-e-Taiba 
and other underground groups, which im- 
part what the Jamaat ud-Dawa calls “Is- 
lamic education.” In the years ahead, these 
youths will swell the ranks of jihadists, 
who pursue violence as a sanctified tool of 
religion and a path to redemption. 

The spread of the jihad culture in Pak- 
istan, which one American analyst de- 
scribed as “Colombia with nukes and 
Islamic fundamentalism,” poses serious 
regional and international challenges, not 
least because of the shifting poses of Gen. 
Musharraf in regard to the state’s commit- 
ment to antiterrorism. Pakistan’s dictator 
has since 9/11 ridden two horses—extend- 
ing selective antiterror cooperation to the 
United States, symbolized by the high-pro- 
file al Qaeda arrests, and maintaining a po- 
litical alliance with Islamist parties at 
home. In this way Gen. Musharraf has 
managed to pocket billions of dollars in 
U.S. aid and at the same time helped to 
promote the religious far right. 

The terrorism scourge in Pakistan ema- 
nates not so much from the mullahs as 
from whiskey-drinking generals. The Pak- 
istani military reared the forces of jihad, 
fathered the Taliban, and maintained long- 
standing ties (through its infamous Inter- 
Services Intelligence agency) with terrorist 

` groups like Lashkar-e-Taiba. Yet by pass- 

ing the blame for the disastrous jihadist 
military policies to the mullahs they con- 
trol, Gen. Musharraf and his fellow gener- 
als have made many outsiders believe that 
the key is to contain the religious fringe, 
not the military. Their finger-pointing has 
only bred resentment among the Islamists, 
leading to the first cracks in the military- 
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mullah alliance that has long dominated 
Pakistan. Gen. Musharraf’s standing at 
home has now been further damaged by 
his inept handling of the disaster. 

The quake relief operations underscore 
the need for quiet international action to 
help secure Pakistan’s peaceful future by 
encouraging Gen. Musharraf to uproot the 
terrorist complex and take measured steps 
toward democracy. These relief opera- 
tions, involving many foreign govern- 
ments, 237 NGOs and the United Nations, 
can aid the global war on terror by helping 
the injured and the displaced in what re- 
mains the last bastion of transnational ter- 
rorists. Such is the remoteness of these 
quake-hit militant strongholds that, ac- 
cording to Jan Egeland, the U.N.’s top re- 
lief envoy, thousands of residents in 
higher areas risk freezing to death as they 
have not received any help even with the 
harsh winter setting in. 

The Pakistani regime has said it is not 
in a position to finance the massive cost of 
reconstruction and rehabilitation. Yet, ac- 
cording to the military commander of the 
new U.S. Disaster Assistance Center in Is- 
lamabad, Navy Rear Adm. Michael LeFe- 
ver, Pakistan’s recovery demands a 
long-term reconstruction phase after the 
current relief efforts. That means Pakistan 
will have to rely on outside funds for recon- 
struction and grant foreign teams and 
troops access to the militant areas. 

At an international donors’ conference 
in Islamabad last month, Pakistan sur- 
passed its target for funds for long-term 
reconstruction. The U.S. has tripled its 
commitment to $510 million, including 
$100 million in cash. The biggest donor 
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state, however, is Saudi Arabia, which has 
promised $573 million. Other pledges in- 
clude $1 billion each by the World Bank 
and Asian Development Bank, $501 mil- 
lion by the Islamic Development Bank and 
$270 million by the European Union. In- 
dia, which declined international aid in its 
own section of quake-damaged Kashmir, 
has donated $25 million. The internation- 
al effort is aimed at building civil infra- 
structure of a kind that never existed in 
the quake-torn areas. 

That makes it vital to ensure that inter- 
national reconstruction aid is not illicitly 
diverted to terrorist groups or employed to 
rebuild the “hate factories” that churn out 
trained, committed extremists. The aid 
needs to be used to help foster development 
and societal deradicalization in an area 
steeped in religious bigotry and teeming 
with Islamists of different hues and nation- 
alities. This can only be ensured through 
close international monitoring and ac- 
countability in the disbursement of funds. 

Such necessity has been underlined by 
the role of Islamist groups and their young 
gun-toting members in quake relief. Ac- 
cording to Pakistani and U.S. media ac- 
counts, militants belonging to banned 
groups and wielding Kalashnikov rifles and 
walkie-talkies are in charge of a number of 
field relief camps in Pakistani-controlled 
Kashmir. The groups include the Jaish-e- 
Mohammed and Al Rasheed Trust, a Kara- 
chi-based charity accused by the United 
States of channeling funds to al Qaeda. 
With even wounded army soldiers report- 
edly seeking treatment at militant-run field 
clinics, the state appears to have ceded 
ground to the extremists. 


Yet it is true that the disaster has 
opened the first real opportunity for the 
international community since the launch 
of the global war on terror to help Pakistan 
drain its terrorism-breeding swamps. 
Helping drain those swamps, however, 
will not be an easy task, given the way the 
culture of jihad is now deeply woven into 
the national fabric of Pakistan—as seen, 
for instance, in the culture of some of its 
4,000 madrassas, which are not just seats 
of medieval theology but also schools im- 
parting training in arms. What has made 
this radicalization so difficult to reverse is 
that it claims the imprimatur of religion. 

Underground groups, despite their re- 
portedly heavy quake-related losses, have 
not slowed their violent activities, as is evi- 
dent from the killing of dozens of their 
members by Indian border troops while at- 
tempting to sneak across the frontier since 
the quake. What is needed is not just action 
against such groups, which keep changing 
their names, but the dismantlement of the 
infrastructure of terror in Pakistan. But 
that process can begin only if Islamabad 
first stops Islamist charities linked to 
known terrorist organizations from win- 
ning the battle for hearts and minds through 
their prominent role in quake relief. 

Pakistan’s fate has always been in the 
hands of three As—Allah, army and Amer- 
ica. Now Allah’s wrath has wrought ruin on 
the playground of terrorists, and the army 
has anew opportunity, with America’s sup- 
port and international aid, to put an end to 
the stricken region’s role in fomenting glob- 
al jihad. That will be a concession not to the 
outside world but to Pakistan’s own future 
as a viable, modern nation state. i) 
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War—Japanese Style 


by Kiichi Fujiwara 





HE RECENT CONFLICT 
over historical issues be- 
tween Japan and its 
neighbors is hardly un- 
precedented—similar 
outbursts have occurred at almost regular 
intervals in the past. But this time around, 
there are some disturbing new factors 
which make the situation more problem- 
atic than ever before. Further, the recent 
deterioration in relations couldn’t happen 
at a worse time, as Japan attempts to de- 
velop policies to guide its future relation- 
ship with the Asian region. To avoid a 
major policy failure, Japan must re-exam- 





ine its articulation of war memory, which 
is the major impediment to forging closer 
ties with Asia. 

Before discussing war memory in depth, 
it is worth examining some of these new 
realities Tokyo faces as certain Japanese 
politicians become more vocal in their de- 
fense of visits to Yasukuni Shrine and be- 
come more assertive about Japan’s war-time 


past. Last spring, China and South Korea 
were rocked by nationalistic demonstra- 
tions, with protestors demanding the Japa- 
nese retreat from “occupied” territories. 
South Korea demanded that Japan drop its 
claim to the Takeshima or Dokdo Island, 
and China demanded the same regarding 
the Senkaku or Diaoyu Islands. This was 
the first time that the contending memories 
over the war past have been connected toa 
territorial dispute in the present. Although 
there have been numerous territorial spats 
before, never have they been inflamed by 
acts which provoke historical acrimony, 
such as Yasukuni Shrine visits by political 
leaders, to the extent to which they are 
nowadays. 

In the face of such hostility, Japan has 
evinced a stronger resistance—or consis- 
tency, depending on your point of view—on 
the issue. This has only served to exacer- 


oe Mr. Fujiwara is a professor of international 
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bate the current problem. In the good old 
days, whenever Beijing or Seoul issued 
strong statement about war crimes, the 
Japanese leaders would say: “We're sorry. 
We have apologized, and we will apologize 
again.” The South Korean or the Chinese 
government would nominally accept the 
apology. This is no longer the case under 
the Koizumi administration. 

In April this year, at the Asian-African 
summit in Jakarta, Mr. Koizumi offered 
an apology. However, Mr. Koizumi’s apol- 
ogy was a word-for-word repetition of the 
one made by then Prime Minister Tomoi- 
ichi Murayama in 1995 on the occasion of 
the 50th anniversary of the end of World 
War II. This fact gave Mr. Koizumi’s words 
a hollow ring. It was as if he was merely 
stating a memorized mantra. Five months 
after the Jakarta apology, Prime Minister 
Koizumi had the nerve to visit the Yasu- 
kuni Shrine again. Given subsequent state- 
ments and actions by Mr. Koizumi and his 
close political allies on the issue of Yasu- 
kuni, we can expect Tokyo to maintain 
this tough stance in the future. 

Another difference in this latest con- 
flict over history is that it is playing out 
amid a broader regional conflict. Anti-Jap- 
anese sentiment in China and South Korea 
reached a zenith just as Tokyo sought to 
gain a permanent seat on the United Na- 
tions Security Council. In the end, this bid 
turned out to be a total fiasco. Not only did 
Japan meet resistance from Beijing and 
Seoul, but also from the Association of 
Southeast Asian Nations (Asean), with not 
one of its member states supporting To- 
kyo’s bid. This was a major defeat for Jap- 
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anese diplomacy in the Asian region. Mr. 
Koizumi, however, does not seem too 
bothered, given that the Security Council 
permanent seat bid was derived more from 
the Ministry of Foreign Affairs’ agenda 
than Mr. Koizumi’s. In fact, it could be ar- 
gued that the prime minister was never re- 
ally interested in the bid, and its failure 
was never really considered a defeat in his 
mind. Similarly, Japan’s Foreign Ministry 
is also keen to expand the proposed East 
Asian Community to include India and 
Australia, if only because Tokyo wants to 
contain Chinese influence in the commu- 
nity. China, not surprisingly, wants a 
smaller East Asian Community, maintain- 
ing the existing Asean Plus Three arrange- 
ment. The trouble, however, is that China 
is gaining the upper hand in these talks— 
and, yet again, the Koizumi administra- 
tion does not seem to be bothered. 

Mr. Koizumi’s lack of interest in genu- 
inely engaging in Asian diplomacy should 
not come as a surprise. The origins of his 
administration’s stance can be traced to 
the Liberal Democratic Party’s political 
factions. 

Mr. Koizumi belongs to the Mori fac- 
tion, which derived from the Fukuda fac- 
tion, which in turn came from the Kishi 
faction. These factions were all conserva- 
tive and nationalistic. This is in contrast to 
the once-powerful Tanaka faction, which 
has all but collapsed. The demise of the 
Tanaka faction is tragic in a way because 
it was this faction that was most interested 
in Asian diplomacy. In its place, more con- 
servative and right-wing politicians dom- 
inate today’s political picture in Japan. 
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ENEATH THE RULING faction’s 

diplomatically tone-deaf poli- 

cies, however, runs a much 
deeper current, and that concerns how the 
Japanese people “remember” World War 
II. I use the word “remember,” but actu- 
ally, when people think of any conflict, 
they do not remember it as such, but rath- 
er reconstitute the past in a way that suits 
our needs today. We imagine the future in 
a way that suits our known experiences, so 
we remember the future. We are supposed 
to remember the past, but we are not re- 
ally interested in objectively studying the 
past. Rather, we extract useful bits of the 
past in order to prove in the present that 
something “actually happened before.” 
Thus, we imagine the past and remember 
the future. In many ways, this framework 
applies to wartime memories of Japan. 

The Japanese remember the war and 
wartime atrocities, but they remember it 
in their own way—in a way which is to- 
tally different from how the war is remem- 
bered in China or South Korea. 

After the war, in Japan, virtually all 
war remembrance was directed toward 
the memory of the suffering of civilian 
Japanese. Of course, it is true that World 
War II inflicted great calamity and suffer- 
ing to ordinary Japanese civilians. How 
could anyone not feel sympathy with this, 
because civilians were indeed the victims 
of the war. Yet it is quite a different matter 
to use this sympathy for civilian casualties 
to substantiate Japan’s constant postwar 
assertions that it would never wage war 
again. 

There is a universalist element, and 
also a very particularist, narrow element 


in this approach. On the one hand, this jus- 

tification for pacifism is a broad, noble 

idea, affirming that no nation should en- 
gage in war and that Japan will drop all its 

weapons in accordance with Article 9 of 
its constitution. At the same time, it is ex- 

tremely narrow and limited, because the 

only kind of death that is being discussed 

in this narrative is the death of Japanese 

civilians. Non-Japanese victims, who died 

during the war because of Japanese ag- 

gression, are seldom considered. Similarly, 

Japanese soldiers who fought in the Chi- 

nese theater and the Pacific theater were 

also seldom addressed. 

Japanese war memories run as a narra- 
tive of a victimized nation. The easiest way 
to convey this paradigm of victimization is 
the recall the film Godzilla. Godzilla is a 
superficial and imaginary creature, but es- 
pecially in the older versions of the movie, 
one can see an antinuke, antimilitary ideol- 
ogy at work. Godzilla was a dinosaur that 
resurfaced to wreak havoc on Tokyo be- 
cause of nuclear experimentation. This 
film was released into theaters right after 
the nuclear testing in the Bikini Atoll, 
which elicited an enormous reaction from 
the Japanese public. That Hiroshima was 
not over, that the world may be foolish 
enough to use nuclear weapons again— 
these were the attitudes feeding the outcry 
over nuclear testing. 

Anarrative with Hiroshima at the cen- 
ter became the key interpretation of war 
memory in Japan. A visit to Japan reveals 
this kind of story everywhere, especially 
at the Hiroshima Peace Memorial Muse- 
um. Ian Buruma was upset about this mu- 
seum and argued that it is a symbol of 
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“Japanese victimhood.” I consider Mr. Bu- 
ruma to be a bit unfair, because tens of 
thousands of people did indeed suffer in 
Hiroshima and Nagasaki. However, the 
museum does represent Japan’s tendency 
to be highly selective in acknowledging 
only Japanese victims from among all the 
victims of World War II. 

During the 1970s, this mainstream dis- 
course began to be challenged. One chal- 
lenge came with China’s call for 
normalization of ties between Tokyo and 
Beijing. Many voices from mainland China 
began to bé heard in Tokyo, whereas Chi- 
nese perspectives were almost never 
broadcasted or printed before then. Japa- 
nese reporters took up this issue, and Kat- 
suichi Honda, one of the well known 
reporters from the Asahi Shimbun news- 
paper, ran a series in the Asahi called 
“Journey to China.” 

In the series he discussed the Nanjing 
Massacre of 1937-38, or the so-called “Rape 
of Nanking.” The Nanjing Massacre was 
widely publicized at the time it took place, 
but it was later somehow forgotten. One 
reason for this was that the Chinese Com- 
munist government was not really interest- 
ed in publicizing the massacre in 
Nanjing—there were other massacres in 
other regions which were under Commu- 
nist Party control. Nanjing was the 
Kuomintang capital, and this was a period 
when suffering under KMT control was not 
met with a sympathetic eye in Beijing. 

Japanese people reacted strongly and 
divisively to Mr. Honda’s coverage of the 
massacre. On the one hand, there were 
those who argued that Japan should pay 
more attention to criminal atrocities in 





Nanjing—and other World War II atrocities 
for that matter. The story drew a more 
amazing reaction from the conservatives in 
Japan. They argued that there was not re- 
ally a Nanjing Massacre, or that the num- 
bers were wrong, and other claims along 
these lines. The Asahi series represented 
the first time that discussion of the war 
touched on the suffering of non-Japanese 
casualties. 

Interestingly, with coverage of the suf- 
fering of non-Japanese, the discussion of 
the war became very divisive. When the 
Japanese were talking only about their own 
civilian dead, the victims of nuclear war, it 
never really was divisive. When it came to 
Japanese aggression it was different. 


S LONG AS Japan’s leaders hold 
firm to a line of exceptionalism, 
informed by victimization, that 
somehow excuses them from acts that of- 
fend their neighbors—and as long as China 
inevitably reacts with its own expression of 
nationalism—then hostilities between the 
countries will persist. Reading the newspa- 
per in Tokyo, one would get the impression 
that the Chinese government is manipulat- 
ing the Chinese people to rally against the 
Japanese. In contrast, in Chinese papers, 
one might surmise that the Japanese gov- 
ernment is somehow prodding its people 
into supporting provocative acts that impli- 
cate the war, and is withholding real evi- 
dence about the war. Both sides are accusing 
the other government of manipulating the 
evidence. How do we find a way out of this 
situation? 

One first step is to recognize that the 
hostility on both sides is not as bad as the 
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newspapers would have one believe. There 
are surely people in Beijing who were us- 
ing the opportunity of nationalist demon- 
stration for their own wishes, but the 
Chinese Communist Party is basically un- 
interested in using the history cause to 
mobilize the masses against the Japanese. 
In fact many people—especially the tech- 
nocrats under Hu Jintao—believe that 
runs against their own best interests. 

In Japan, there are many politicians 
who are counting on anti-Chinese nation- 
alism for popular support. Nevertheless, 
there is not yet widespread public support 
for Prime Minister Koizumi’s stance. A 
case in point would be that Mr. Koizumi 
chose not to visit Yasukuni Shrine before 
the election—he only visited it afterward. 
The September lower house elections were 
not about diplomacy. In fact, there was 
very little discussion about ties with Asian 
neighbors since such a debate would be 
against Mr. Koizumi’s interests. 

Although there are strong feelings 
against the Japanese in China, and many 
people in Japan are agitated by their own 
prejudiced nationalist feelings, this is not 
the whole society. Solutions to the histori- 
cally ensnared Sino-Japanese conflict are 
possible, and they can be found among peo- 
ple in both societies who are quietly think- 
ing about the conflict along lines more 
profound than government propaganda. 

One possible answer is already on the 
table. A proposal has come from the Japa- 
nese government—with support from the 
Komeito, the Buddhist party—to build a 
new national monument that would com- 
memorate all wartime deaths. This pro- 
posal needs to move forward now. In 


Okinawa, there is a wonderful peace me- 
morial, Heiwa no Ishiji (Cornerstone of 
Peace), which recalls all people, regardless 
of nationalities, who died in the battle of 
Okinawa in 1945. In addition to Japanese 
soldiers, the memorial remembers Korean 
civilians and Korean soldiers who were 
forced to join the Imperial Army, as well 
as Chinese, and American civilians and 
soldiers who died in Okinawa. 

If Mr. Koizumi wishes to talk about 
Japanese culture in visiting Yasukuni 
Shrine, he may do well to remember that 
an ecumenical approach to the commemo- 
ration of the war dead has been an Oki- 
nawa and a Japanese tradition. Further, in 
Kamakura, an ancient capital not far from 
the city of Yokohama, there is a small tem- 
ple which commemorates Mongolian sol- 
diers and Chinese soldiers who invaded 
Japan. This was, of course, during the 
Middle Ages, so no one really remembers 
it. But the point is that this temple is not 
dedicated to Japanese samurai but to Mon- 
golians and Chinese, based on the Bud- 
dhist belief that all who died in a war have 
the right to be remembered. 

These are the only two cases that show 
Japanese culture is not as simple as Prime 
Minister Koizumi seems to want to be- 
lieve and demonstrate. And if our narrow- 
minded, universalist pacificism is to result 
in anything constructive, then the pro- 
posal for a new national monument would 
be the kind of memorial that should be 
constructed in Japan: a memorial that all ` 
Chinese and Japanese and Germans and 
Filipinos could visit without thinking that 
they are aiding some narrow-minded po- 
litical philosophy. = 
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A Path to Peace 


In Burma 


by Jared Genser 





N A HISTORIC move, the 
United Nations Security 
Council agreed by con- 
sensus on Dec. 2, 2005, 
to request a briefing on 
the situation in Burma. The briefing should 
take place in December despite naysayers 
predicting for years that such a discussion 
would never occur. This move is highly 
significant because it demonstrates that 
the Security Council is united in its agree- 
ment that the situation in Burma falls 





within its mandate and deserves the coun- 
cil’s attention. 

So what has changed and expanded the 
international debate about this brutal re- 
gime? With the deteriorating situation in 
Burma and extension of Aung San Suu 
Kyi’s house arrest for another six months, 
the U.S., together with the United King- 
dom and other allies, managed to convince 
nine of the 15 member states of the Secu- 
rity Council—the minimum number re- 
quired under U.N. procedural rules—to 


place the situation in Burma on the public 
agenda of the council. With these votes 
sealed, opponents of the move—including 
China, Russia, Japan, Brazil and Algeria— 
were left with no choice. Either they could 
force a vote and publicly defend the junta 
in the glare of public scrutiny or they could 
agree to a private briefing of the council. 
They chose what they considered the least- 
worst alternative. 

But despite statements by Chinese and 
Russian ambassadors that their agreement 
to the private briefing held no significance, 
Article 24() of the U.N. Charter says the 
Security Council is charged with the 
“maintenance of international peace and 
security”—and that the charter makes no 
distinction about the responsibilities of 
the council when acting in public, private, 
formal or informal meetings. 





as Mr. Genser, an attorney with the global law 
firm pta Piper Rudnick Gray Cary, led the team 
of lawyers who produced the Havel-Tutu report 
on Burma. 
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Indeed, most of the work of the council 
takes place in these kinds of informal pri- 
vate meetings, enabling frank discussions 
and diplomatic give and take. With respect 
to country situations, for example, it is 
common practice for the Security Council 
to adopt resolutions in public meetings, af- 
ter lengthy private sessions and consulta- 
tions, in swift and unanimous votes. As an 
illustration of this point, on Nov. 11, the Se- 
curity Council adopted a country resolu- 
tion on Liberia in just seven minutes, and 
on Nov. 21, it adopted a country resolution 
on Bosnia and Herzegovina in six minutes. 
Both resolutions were unanimously ap- 
proved by the 15 members. As a result, the 
consensus on receiving a private briefing 
on Burma is therefore much more signifi- 
cant than China and Russia would like to 
acknowledge. 

This is therefore an opportune time to 
ask what has happened in Burma in recent 
years and what comes after this briefing. 
Over 15 years ago, the National League for 
Democracy and its allies won more than 
80% of the seats in Burma’s parliament but 
were never allowed to take office. Since 
then, the situation in Burma has deterio- 
rated dramatically, causing serious prob- 
lems for the Burmese people and the 
broader region. 

Despite 28 resolutions by the U.N. Gen- 
eral Assembly and Commission on Human 
Rights, sanctions imposed by the U.S. and 
the European Union, and numerous other 
efforts at engagement, the political situa- 
tion in Burma remains deadlocked. Last 
summer, in an important move, members 
of the Association of Southeast Asian Na- 
tions—including Singapore, Malaysia, In- 


donesia and the Philippinespersuaded 
Burma to step aside from chairing the or- 
ganization in 2006. 

With this background, our law firm was 
commissioned on a pro bono basis last Au- 
gust by former President of the Czech Re- 
public Vaclav Havel and the former 
Archbishop of Cape Town Desmond Tutu 
to produce the report “Threat to the Peace: 
A Call for the U.N. Security Council to Act 
in Burma.” Both men are world renowned 
for their efforts to bring peace and recon- 
ciliation to their own countries, and have 


- had a longstanding interest in the situation 


in Burma. Both believe that the debate 
about the future of Burma needs to focus 
onthe ultimate question of what is required 
to achieve national reconciliation in that 
country. 

With the major crossborder effects of 
the conflict in Burma involving issues such 
as refugees, drugs and HIv/AIDs, the initial 
focus of our report was on determining if 
Burma constituted a “threat to the peace” 
under Article 39 of the U.N. Charter. Such 
a determination would constitute the basis 
for the Security Council prospectively in- 
tervening in the country. 

Drawing on our expertise as lawyers, 
our initial approach was to understand how 
the Security Council has interpreted the 
term “threat to the peace,” which is not ac- 
tually defined in the U.N. Charter. From the 
initial pool of all past Security Council res- 
olutions, we focused our review on under- 
standing the reasons the council had 
intervened in cases of internal conflicts 
where a government was oppressing its 
own people. We further focused our inqui- 
ry by only examining the first resolutions 
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where the Security Council had intervened 
in a particular country. For example, we 
looked at the reasons articulated by the 
council in its intervention in Rwanda prior 
to the genocide taking place. 

Through this investigation, we identi- 
fied five main factors—listed below—that 
are applied by the Security Council to jus- 
tify interventions where a threat to the 
peace is found. Thus, in the major exam- 
ples of Security Council intervention that 
we idéntified—Afghanistan, Cambodia, 
Haiti, Liberia, Rwanda, Sierra Leone and 
Yemen—one or more of these factors was 
explicitly articulated in the resolution ad- 
opted by the council to justify various in- 
terventions. 

However, when we applied these fac- 
tors to Burma, we found that unlike the 
other countries we examined, the situa- 
tion there met all five of the criteria that 
the Security Council uses to justify inter- 
vention, namely: 

* The overthrow of a democratically 
elected government. Burma’s democratical- 
ly elected government was overthrown in 
1962 by General Ne Win. And the ruling 
junta has refused for over 15 years to hon- 
or the results of the 1990 elections. 

æ Conflict among government bodies 
and insurgent armies or armed ethnic 
groups. There has been serious and pro- 
tracted fighting between the ruling junta 
and various ethnic groups. 

# Widespread internal humanitarian/ 
human-rights violations. Since 1996, it is 
estimated that over 2,700 villages have 
been destroyed, creating upward of 
600,000 internally displaced persons. 
There are more than 800,000 Burmese in 
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some form of forced labor. Numerous re- 
ports by nGos have documented system- 
atic rape by the Burmese military of ethnic 
minorities. Further, Human Rights Watch 
suggests there may be as many as 70,000 
child soliders in Yangon’s army. 

% The substantial outflow of refugees. It 
is estimated that almost 700,000 refugees 
have fled the fighting in Burma. Some 
groups such as Refugees International say 
this number is vastly understated. 

Æ Other crossborder problems. Burma 
is the No. 2 exporter of heroin and opiates 
in the world and a major producer of meth- 
amphetamines. Epidemiologists say the 
situation with uiv/arps is increasingly 
dire, as new strains of the disease originat- 
ing in the country are being spread along 
drug routes into China and Thailand. The 
junta spent a total of $20,000 for its HIv/ 
Arps budget in 2004. Last August, the jun- 
ta’s $98 million grant to assist with H1v/ 
AIDS was terminated by the Global Fund 
to Fight HIv/arDs, tuberculosis and ma- 
laria after its refusal to cooperate with the 
grant requirements. 

Burma clearly meets the criteria for in- 
tervention, but it remains to be seen if the 
international community has the political 
will to follow through with Security Coun- 
cil action. Indeed, the responsibility for the 
U.N. Security Council to address the situ- 
ation in Burma could hardly be greater. 

Recognizing the diversity of perspec- 
tives of those countries serving on the 
council, the Havel-Tutu report recom- 
mends a multilateral and nonsanctions ap- 
proach be taken by the Security Council in 
adopting a resolution. This would empower 
the secretary-general to mediate an end to 
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the dispute in Burma and require the jun- 
ta’s participation in this process. It would 
also allow him to urge the junta to provide 
access for the U.N. and NGos to provide hu- 
manitarian relief, and to call for the release 
of Aung San Suu Kyi and other political 
prisoners in the country. 

Most importantly, unlike all other pre- 
vious international actions on Burma, the 
Havel-Tutu report calls for binding ac- 
tion to be taken under Chapter VII of the 
U.N. Charter, just as the Security Council 
recently did with Syria in the investiga- 
tion into the assassination of former Leb- 
anese prime minister, Rafik Hariri, where 
no sanctions were imposed. Since its re- 
lease in September, the report has been 
endorsed by the NLD and ethnic groups, 
the European Parliament, and has re- 
ceived editorial support from such sev- 
eral prominent national and 
international newspapers. 

It has also been endorsed by a new dy- 
namic group, the Asean Inter-Parliamen- 
tary Caucus on Democracy in Myanmar 
(arpmc), which is comprised of over 100 
members of parliament from several Asean 
countries. AIPMC played a catalytic role in 
denying the junta the chairmanship of 
Asean in 2006, and recently urged the ex- 
pulsion of Burma from the regional body 
if the country doesn’t move toward de- 
mocracy by December 2006. 

The Havel-Tutu report is not an end, 
but is merely the beginning of the next 
stage of pressure on the junta. After this 
briefing, we hope that the discussions held 
in the U.N. Security Council focus on prag- 
matic solutions to these problems through 
calm debate rather than posturing and po- 


lemics. Indeed, the stated positions of 
Asean, the West, China, Japan, and other 
actors are not all that different. For its 
part, Asean’s demands to the Burmese re- 
gime are that it releases Aung San Suu Kyi, 
works with the U.N. (specifically the sec- 
retary-general), and implements acredible 
process of national reconciliation. Asean 
has said that it would like to see the Na- 
tional Convention underway in Burma in- 
cluding all political parties inside the 
country. China has stated that it supports 
Asean’s position on Burma, as has Japan. 
Even the U.S. and Europe—described by 
the media as being “tougher” on the jun- 
ta—make similarly reasonable demands. 

With so much common ground be- 
tween East and West over Burma, Secu- 
rity Council Members would do well to 
focus on these pragmatic commonalities 
rather than on rhetorical or stylistic dif- 
ferences. Indeed, this is precisely why the 
Havel-Tutu report did not call for Security 
Council sanctions on Burma, in the hope 
that this divisive issue could be set aside 
in favor of greater cooperation. After the 
briefing is completed, the U.S., Britain and 
other countries will need to build on the 
consensus in the Security Council to push 
for a binding resolution which makes na- 
tional reconciliation in Burma the only vi- 
able option left for the junta. 

Aung San Suu Kyi has asked: “Please 
use your liberty to promote ours.” After 15 
years of hard work, it is time for the inter- 
national community to demand that the 
process of national reconciliation begin 
now. Only after this is achieved can the 
Burmese people then begin the real chal- 
lenge of rebuilding their country. W 
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Beijing’s Trump Card: 
Democracy 


from Next magazine 





HIS IS HOW Wen Jiabao 
responded to the Dec. 4 
march for universal suf- 
frage while he was in 
France: “I sincerely hope 
that Hong Kong compatriots can push for- 
ward Hong Kong’s democratic political 
development in accordance with the re- 
quirements of the Basic Law and the Na- 
tional People’s Congress Standing 





Committee’s regulations and interpreta- 
tions, proceeding from Hong Kong’s real 
conditions, following the principle of or- 
derly progression.” The premier’s state- 
ment was so misguided! On the matter of 
political reform, beside the requirements 
of the Basic Law all other considerations 
are irrelevant. 

Progress toward political reform has 
long been clear enough—according to An- 
nex 1 and Annex 2 of the Basic Law, elec- 
tions for the chief executive and legislative 
council would be held “after” 2007. This 
provision was not plucked out of thin air, 


it comes from the Joint Declaration signed 
by China and the United Kingdom and its 
spirit of Hong Kong “enjoying a high de- 
gree of autonomy” and “Hong Kong people 
ruling Hong Kong.” 

This spirit was laid down by the archi- 
tect of the “One Country, Two Systems” 
formula, Deng Xiaoping. If we stray from 
the principles of “One Country, Two Sys- 
tems” and “Hong Kong people ruling Hong 
Kong,” which have been enshrined in con- 
stitutional law as national “basic policies,” 
then it all becomes empty words. If he 
doesn’t refer to “Hong Kong people ruling 
Hong Kong” and just talks about the Na- 
tional People’s Congress Standing Com- 
mittee’s interpretations and decisions, isn’t 
Wen Jiabao talking nonsense? 


œ~ This essay originally appeared as an unsigned 
editorial in the Dec. 8 issue of Hong Kong’s Next 
magazine under the headline, “The Only Trump 
Card: Realizing the Promise of ‘Hong Kong Peo- 
ple Ruling Hong Kong.” The translation is by 
Hugo Restall. 
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After the transition, Jiang Zemin gave 
a vivid and explicit explanation of “One 
Country, Two Systems” and “Hong Kong 
people ruling Hong Kong”—“river water 
doesn’t encroach on well water.” And in 
truth, this also is the understanding that 
Hong Kong people have of the Joint Dec- 
laration and the Basic Law—aside from 
national defense and foreign relations, 
the central government doesn’t interfere 
in Hong Kong matters. This spirit of “riv- 
er water doesn’t encroach on well water” 
is embodied in Article 22 of the Basic 
Law—the central government “may not 
interfere” in Hong Kong’s “management 
of its internal affairs.” 

Even though China’s leaders have given 
their solemn vows, and international agree- 
ments and various constitutional provi- 
sions have also been established, Beijing 
has repeatedly interfered in the develop- 
ment of Hong Kong’s political system—in 
April of last year, after violating the consti- 
tution in order to reinterpret the law, 
Beijing made the decision that holding uni- 
versal suffrage elections in 2007-08 would 
be unconstitutional. At that time, NPC 
Standing Committee Deputy Secretary- 
General Qiao Xiaoyang said this was “a last 
resort” and it was “entirely for the good of 
Hong Kong.” How can tearing up the prom- 
ise of “Hong Kong people ruling Hong 
Kong” be for the good of Hong Kong? 

In justifying the flagration interven- 
tion, Qiao Xiaoyang used as his “back- 
ground” that “since the second half of the 
year” Hong Kong people have engaged in 
“endless wrangling” over universal suf- 
frage, “affecting Hong Kong’s social stabil- 
ity, affecting the economy’s recovery, and 


wasting society’s energy.” But what is the 
source of this “wrangling”? Wasn’t it Bei- 
jing’s abandonment of its promises of 
“Hong Kong people ruling Hong Kong,” 
plus Beijing’s usurpation of this principle 
by handpicking Tung Chee Hwa as chief 
executive, with his dictatorial and resent- 
ed style of government, and obstinate de- 
sire to pass the Article 23 laws? 

First the river water encroached on the 
well water, muddying the water, and then 
using this as an excuse, the interference 
was raised to a higher level “for the good 
of Hong Kong.” Now that the central gov- 
ernment in effect exercises direct rule, 
where is there any “Hong Kong people rul- 
ing Hong Kong” to speak of? Hong Kong 
people would not have felt cheated if the 
moment China took back sovereignty, the 
central government had taken over the se- 
lection of officials. But after signing an in- 
ternational treaty making the solemn 
promise of “Hong Kong people ruling 
Hong Kong” and then crudely interfering, 
is this really the way that a great nation 
behaves? Can Hong Kong people take 
that lying down? 

How can Beijing win Hong Kong peo- 


` ple’s confidence back? Beijing has many 


cards in its hand. It has soft cards, such as 
liberalizing measures like the Closer Eco- 
nomic Partnership Agreement, or CEPA. It 
also has hard cards, reinterpreting the law 
or even using the military garrison. But it 
only has one trump card—return to the Ba- 
sic Law, Joint Declaration, and honor Deng 
Xiaoping’s promise of “Hong Kong people 
ruling Hong Kong,” and let the Hong Kong 
people become, as Wen Jiabao put it, the 
true “masters of their own house.” im 
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BANGLADESH: 

THE NEW AFGHANISTAN? 
by Hiranmay Karlekar 
Sage Publications, 311 pages, 
INR 320/$26.99 


rr 
Reviewed by BERTIL LINTNER 


HE IMAGE OF Bangladesh as a 
T moderate and tolerant Muslim 

country was shattered on the 
morning of Aug. 17, when more than 400 
explosions went off simultaneously in 50 
cities and towns across the country, in- 
cluding the capital Dhaka. Scores of peo- 
ple were arrested in the wake of the blasts, 
and the main suspects turned out to be Is- 
lamic extremists. 

In November, security was again 
stepped up in Dhaka after a faxed message 
purportedly from al Qaeda threatened to 
blow up the British and U.S. embassies. 
Two-days later, 10 people were killed and 
21 badly injured in what the authorities de- 
scribed as the country’s first suicide bomb- 
ings. The targets were a court house and 
a bar association, and the police identified 
the assailants as members of the hard-line 
Jamatul Mujahideen, which wants to turn 
Bangladesh into an Islamic state. 

Bangladesh is a predominantly Mus- 
lim country, but unlike Pakistan it was not 
formed on the basis of religion. On the con- 
trary, when then East Pakistan broke away 
from the West Pakistan in 1971, it was in 
opposition to the notion that all Muslim 
areas of former British India should unite 
in one state. The Awami League, which 


œ- Mr. Lintner is a journalist based in Thai- 
land. 


led the struggle for independence, grew 
out of the Bangla language movement and 
was based on Bengali nationalism. Thus 
the country started with a commitment to 
secular government. 

So how is this changing and why? Hi- 
ranmay Karlekar, a distinguished Indian 
journalist who has covered Bangladesh for 
over four decades—including the 1971 war 
of independence—answers those ques- 
tions well. The title is somewhat mislead- 
ing, as he is not suggesting a Taliban-style 
takeover of power in Bangladesh; rather 
the country risks being used as a base for 
various indigenous and international ter- 
rorist groups because it is “a soft state with 
ineffective governance and an inefficient 
police force.” 

At the same time, Mr. Karlekar empha- 
sizes that the vast majority of Bangladesh- 
is remain moderate in their approach to 
religion and that the militants are a tiny 
minority in this country of approximately 
141 million people. But there are reported 
to be over 50,000 Islamic extremists be- 
longing to more than 40 militant groups 
who have received, or are receiving, mil- 
itary-style training in 50 camps all over 
Bangladesh. Moreover, in recent years a 
multitude of radical Islamic organizations 
have sprung up, funded by Islamic chari- 
ties in Kuwait and Saudi Arabia. 

The threat posed by these groups must 
be taken seriously. They are well-orga- 
nized, as the synchronized bombings last 
August clearly demonstrated, and pre- 
pared to die for their beliefs, as shown in 
the November attacks. They are also con- 
nected to like-minded groups in the Mid- 
dle East, Pakistan and Indonesia. 

Mr. Karlekar first sets the problem in 
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historical perspective, describing Ban- 
gladesh’s political development from in- 
dependence in 1971 to today’s volatile 
situation. He argues that although the Is- 
lamic extremists pose a threat to the gov- 
ernment and public security, they initially 
emerged as a result of the Awami League’s 
enemies who used religion as a tool to mo- 
bilize people against the league. A political 
Frankenstein was created which the au- 
thorities are now unable to control. 

Because the extremists lack support 
from the population at large, violence is 
all the more important as an instrument of 
political action. On the other hand, Bangla- 
desh’s authorities have, at least until very 
recently, denied that there are any Islamic 
militants in the country. Foreign journal- 
ists who have written about the issue have 
been severely criticized, threatened, and 
in one case arrested and deported. 

There is also an open question how much 
influence the militants wield over state au- 
thorities. Two fundamentalist parties, the 
Jamaat-e-Islami and the Islami Oikya Jote, 
are members of the four-party alliance, led 
by the ruling Bangladesh Nationalist Par- 
ty, which won the 2001 general election. 
Jamaat has two ministers in the govern- 
ment while the smaller Islami Oikya Jote 
has representation only in the parliament. 
According to Mr. Karlekar, both parties 
have close ties to the more militant, under- 
ground groups, including those responsi- 
ble for the latest spate of bomb attacks. The 
BNP is not a fundamentalist party, but, as 
the author points out, a section of it is close 
to the Jamaat, which thus can manipulate 
even the ruling party. 

But to what extent are the extremists 
likely to succeed in turning Bangladesh 
into an Islamic state? Can Bangladesh, af- 
ter all, become another Afghanistan? The 
Islamization of Bangladesh is real, but the 
country is also far more developed than 
Afghanistan, Mr. Karlekar argues, and it 
remains principally a moderate Muslim 





country with a significant degree of reli- 
gious tolerance: “It has tasted democracy, 
has an organized system of political par- 
ties, and a vocal and assertive civil society 
supported by an active and secular intel- 
ligentsia ... [and] women play important 
roles in the country’s political, intellectu- 
al, social and economic lives.” 

Nevertheless, there are disturbing signs, 
as Mr. Karlekar also points out, and those 
should be taken seriously. In the absence of 
adequate, state-funded education, madras- 
sas, or Islamic schools, are mushrooming 
across Bangladesh. In 1999, there were 
64,000 in the country, of which only 7,122 
were run with government assistance. The 
rest are private, unregulated, more tradi- 
tional, and, to quote Bangladeshi journal- 
ist Salahuddin Babar, produce young men 
who are “poorly equipped to enter main- 
stream life and professions [and] easily 
lured by motivated quarters who capital- 
ize on religious sentiment to create fanat- 
ics, rather than modern Muslims.” 

At the same time, Bangladesh has be- 
come avery violent society. Most of the vio- 
lence may be criminally and not religiously 
or politically motivated, but even that can 
play into the hands of the militants. In Af- 
ghanistan, “there was mismanagement 
everywhere,” and the authorities “were ei- 
ther unwilling or unable to curb the rising 
tide of anarchy”—which led to a situation 
where the Taliban were seen as steadfast, 
principled and uncorrupted saviors. 

But apart from the level of development 
there is also another very important differ- 
ence between Bangladesh and pre-Taliban 
Afghanistan: Bangladesh is heavily depen- 
dent on foreign aid, and has to take into 
account the donor countries’ wishes. Mr. 
Karlekar mentions as an example attacks 
in January 2005 on the Bangladesh Rural 
Advancement Committee and Grameen 
Bank, respected nGos known for their con- 
tributions to rural developments. Islamic 
militants were behind those attacks, and 
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Mr. Karlekar states that “it is widely be- 
lieved that pressure from donor countries, 
particularly the United States and the Eu- 
ropean Union ... compelled Bangladesh’s 
government to take tough measures.” 

Mr. Karlekar’s book is extremely well 
documented, but at times it becomes an- 
noyingly repetitive with constant and un- 
necessary references to what will be said 
in subsequent chapters. For someone who 
is not familiar with all the characters on 
the political scene in Bangladesh and other 
South Asian countries, it could also be be- 
wildering. But it is a solid study which de- 
serves to be read by a wide audience, even 
outside the subcontinent. 


STATE GROWTH AND SOCIAL 
EXCLUSION IN TIBET: CHALLENGES 
OF RECENT ECONOMIC GROWTH 
by Andrew Martin Fischer 
Nordic Institute of Asian Studies (NIAS) 
Press, 213 pages, £42/£14.99 
ae 
Reviewed by BEN HILLMAN 


IBET IS SUCH a politicized subject 
of discussion that it is sometimes 

difficult to distinguish between 
the propaganda and more learned points 
of view. Even academic observers tend to 
take a pro- or anti-China stance on things 
Tibetan. Fortunately, despite his provoc- 
ative title, Andrew Martin Fischer bucks 
this trend. Avoiding debates about Tibet’s 
political status, Mr. Fischer offers instead 
a very sober critique of China’s social and 
economic policies in the Tibetan areas. 
Using official Chinese statistics for the 


os Mr. Hillman is director of the Eastern Tibet- 
* an Language Institute (ETLI) in Diging, Tibetan 
Autonomous Prefecture, Yunnan Province, and 
a postdoctoral fellow at the Australian National 
University’s Contemporary China Center. 
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Tibetan Autonomous Region (TAR) and 
the adjacent province of Qinghai where 
there is a majority Tibetan population, 
Mr. Fischer argues that ethnic Tibetans 
are becoming increasingly marginalized 
in the local economy. 

At the center of Mr. Fischer’s argument 
is the nature of Chinese government subsi- 
dies to Tibetan areas. Demonstrating that 
spending has been concentrated in lavish 
construction projects and the expansion of 
public administration, Mr. Fischer argues 
that this has created a bubble economy with 
little trickle-down benefit to the ordinary 
citizen. For one, state investments have 
overwhelmingly targeted the urban econ- 
omy despite the fact that more than 80% 
of Tibetans depend on agriculture and pas- 
toralism. Second, state subsidies for urban 
construction and administrative services 
are poorly integrated with local economic 
activity, contributing little to local produc- 
tion or economic diversification. And Mr. 
Fischer has the data to prove it—for every 
yuan the state spent in the TAR in 2001, GDP 
increased by only 0.47 yuan. The author ob- 
serves that this negative multiplier effect 
has been a characteristic of Chinese invest- 
ment in Tibet since the 1950s. 

Mr. Fischer argues that state invest- 
ments in Tibet are marginalizing Tibet- 
ans. This is because large-scale capital 
works and administrative services de- 
mand skills and education, resources that 
Tibetans, especially rural Tibetans, lack. 

Not surprisingly, state subsidies have 
created opportunities for better-skilled 
and better-educated Chinese migrants 
from the inland provinces, creating a 
crowding-out effect on opportunities for 
salaried employment. While rural Tibet- 
ans are aware that wage labor is becoming ` 
essential in an increasingly cash-driven 
economy, with illiteracy rates above 40% 
they simply cannot compete with econom- 
ic migrants from the east. This is a serious 
problem. If, as the statistics indicate, poli- 
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cy makers have deprioritized investments 
in the agricultural sector, then itis critical 
that poor farmers are assisted in making 
the transition to wage labor. 

While Mr. Fischer uses only data from 
the TAR and Qinghai Province, I can con- 
firm that a similar challenge exists in the 
ethnic Tibetan region of northwest Yun- 
nan Province where I direct a training cen- 
ter that provides pre-employment training 
for rural Tibetan and other ethnic-minor- 
ity youths. Chinese governments (central 
and regional) would do well to consider 
similar practical strategies by which the 
skills demanded by the modern economy 
can be transferred to those desiring off- 
farm work. 

Mr. Fischer believes it a mistake to let 
migrants lead the way, but not for the cul- 
tural reasons that have led many others to 
attack internal migration to Tibet. Faithful 
to his economic sobriety, he demonstrates 
that the marginal productivity gain of a 
migrant worker moving from an inland 
province to a Tibetan area is less than if a 
rural Tibetan were to take up wage labor. 

More controversially, Mr. Fischer denies 
that poverty in Tibet is entirely a result of 
ecological factors (altitude, harsh climate, 
low soil fertility) on the high plateau. He 
argues that impoverishment emerges 
from the very process of state-led mod- 
ernization as Tibetans become less able 
to participate in the economic opportuni- 
ties available. The solution he proffers is a 
sensible one—the state should completely 
reprioritize its development strategies in 
the region and invest more in people, espe- 
cially in basic social services such as edu- 
cation and health care. He also advocates 
a different strategy for economic growth, 
one that supports local economic activity, 
locally owned and controlled businesses 
and local capital accumulation. 

This would lead to more sustainable 
development than massive capital works 
such as the 30 billion yuan ($3.6 billion) 
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railway to Lhasa, which never made much 
economic sense. Mr. Fischer’s ideas are 
shared by a growing number of thinkers in 
Tibet and other parts of China. The tough 
part is convincing policy makers who are 
still preoccupied with military and secu- 
rity issues in Tibet. 

Unfortunately, there is no shortage of 
leaders in the TAR who benefit from the 
status quo. Any visitor to Lhasa can see 
that the regional government is generously 
funded—local officials drive luxury four- 
wheel drives and seem to have bottom- 
less expense accounts when entertaining 
at bars and restaurants, all of which blows 
more hot air into Tibet’s bubble economy. 
In fact, this is Mr. Fischer’s most pointed 
criticism of Beijing—that it prioritizes the 
needs of the center at the expense of local 
integration and indigenous development. 

However, the impact of Mr. Fischer’s cri- 
tique could be sharpened if he were to em- 
phasize the fact (and the book adequately 
makes the case) that a rethink of social and 
economic policy in Tibet would ultimate- 
ly benefit the center. The marginalization 
of Tibetans in their own local economy is 
something that policy makers in Beijing are 
apt to recognize as a potential threat to so- 
cial stability and national integration. With 
this in mind, the book should be translated 
into Chinese immediately. 

Mr. Fischer acknowledges that China’s 
official statistics are notoriously unreli- 
able, but his methodology is justified by 
the data’s revelation of China’s own poli- 
cy failings. And while 150 pages of analy- 
sis of Chinese official statistics makes for 
some occasionally dry reading, such a dry 
approach is sensible for the task at hand— 
convincing policy makers that they need 
to come up with new approaches to devel- 
opment in Tibetan areas. 

In fact, the same must be said for all of 
China’s western regions, home to many 
other ethnic minorities. Mr. Fischer indeed 
notes that Tibet’s development problems 
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are not unique—they are in fact similar to 
the situation faced by peripheral areas in 
many other developing economies. This 
is an important point to acknowledge be- 
cause it helps place Tibet’s problems in a 
context where more practical discussions 
about its future become possible. As Chi- 
na’s Western Development Strategy turns 
five years old, this book is bound to stimu- 
late debate about economic development 
and social welfare in Tibet and adjacent 
provinces in China’s impoverished west- 
ern region. 


EXIT THE DRAGON? PRIVATISATION 
AND STATE CONTROL IN CHINA 
Edited by Stephen Green 
and Guy Shaojia Liu 
Blackwell Publishing, 237 pages, 
£50/£19.99 
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Reviewed by KERRY BROWN 
CCORDING TO THE OECD’s first 
complete survey of China re- 
leased this summer, the private 
sector holds the key to the country’s fu- 
ture. It is not only the most dynamic part 
of the economy, generating over half of 
all growth with only 40% of the compa- 
nies, it is also the source of the most inno- 
vation and creativity. Nevertheless, there 
remains, as ever with China, a sneaking 
suspicion that all is not what it seems on 
the surface. This book, as the question 
mark in its title suggests, re-examines the 
notion that the Chinese state is really ced- 
ing its control over the economy. 
Brunel University lecturer Guy Shaojia 


Liu and Standard Chartered Bank econo- 
mist Stephen Green, author of two lengthy 


=- Mr. Brown is a director of Strategic China Ltd. 
and a former diplomat in the commercial section 
of the British Embassy in Beijing. 


studies of the Chinese stock exchange, 
have brought together a variety of per- 
spectives on China’s path toward selling 
off state assets and empowering the pri- 
vate sector. They begin with an historical 
survey that traces China’s progress from 
the days when 99% of the economy was di- 
rectly under the control of the state. There 
was a nominally private sector at the be- 
ginning of the P.R.C.’s history in 1949, but 
that was largely a symbolic entity, put in 
place with the help of a few politically fa- 
vored capitalists who patriotically stayed 
behind after the revolution. 

One of these, the celebrated Rong Yiren, 
recently died, after five decades of occupy- 
ing a unique semipolitical/commercial po- 
sition. He and his like can be seen as the 
forefathers of the current generation of en- 
trepreneurs, some of who are now in charge 
of state-owned enterprises that have been 
passed over to the private sector. 

When they started the reform project af- 
ter the return to power of Deng Xiaopingin 
the late 1970s, the Chinese had a mountain 
to climb. They had no legal infrastructure, 
no real institutional basis for private-sec- 
tor companies, or, for that matter, the right 
financial set-up to release companies into 
private ownership. They also maintained, 
and continue to maintain, a political com- 
mitment to the importance of a planned 
economy. But they knew that somehow, 
the attempt at complete state control was 
not working, and something needed to be 
done. Chen Yun, an eminent economist and 
Deng Xiaoping’s main conservative rival 
in the 1980s, captured their solution well 
when he said that the state needed to treat 
the economy like “a bird in a cage”—care- 
fully prescribed, controlled freedom. This 
was only one of the several paradoxes of 
the greatest paradox of all—Chinese social- 
ism with market characteristics. 

` In his chapter, Mr. Green shows that 
China had a precedent for moving from to- 
tal state control to almost complete priva- 
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As in politics, when it comes to the economy, the main aim of 


the Chinese government is to maintain control. 





tization in the experience of the former 
Soviet Union in the late 1980s and early 
1990s. The Soviet example—with manifold 
corruption, inefficiency and instability 
problems—was evidently not one that the 
Chinese wished to emulate. Instead, China 
has taken things at amuch more measured 
pace, and has, so far, avoided the excesses 
of the Soviet model. 

For instance, there has been no whole- 
sale sale of energy companies at give-away 
prices, as Philip Andrews-Speed and Cao 
Zhenning make clear in their contribu- 
tion focusing on the energy sector. The 
first pillar of China’s privatization strategy 
was simple. No deals on the commanding 
heights of the economy—aviation, tele- 
coms, energy, defense. These birds will be 
kept very firmly on their state-supplied 
perch. 

But the need for efficiency, manage- 
ment structure and responsibility in oth- 
er parts of the economy was something 
privatization supplied. Here, on the whole, 
the Chinese experience has been positive. 
The statistics in this volume cut through 
the speculation and propaganda to make 
clear that, in terms of productivity and 

‘simple financial return, those companies 
that were either partly or wholly listed, 
and turned over to shareholders or other 
kinds of private capital investors, proved 
more successful than their state-owned 
siblings. Of course, within this process was 
a whole plethora of different kinds of capi- 
talization, flotation and management and 
share structures—enough to make even 
the keenest economists a little baffled. 

For some companies, the central gov- 
ernment has allowed provincial govern- 
ments to take control, and then set up a 
strategy for their management and share 
holding. In others, they have released up 


to 50% of the companies under their con- 
trol to private investors. This has resulted 
in some interesting company structures— 
something Guy Liu and Sun Pei look at in 
their chapter on China’s public firms. 

Aglance at the organization charts from 
a few of the new entities show just how the 
modern Chinese economy works. Trac- 
ing back shareholding ownership usually 
leads through subsidiary companies back 
to other companies that look suspiciously 
like soes. In one final bold move two years 
ago, Beijing created a whole ministry under 
which the remaining 170-odd sors have 
been placed. 

The main difficulty is to define how 
far the boundaries of the state have actu- 
ally rolled back. One way or another, the 
state, if only in another form and another 
name, seems to have its finger in almost 
every area of the economy. As in politics, 
the main strategic ambition of the govern- 
ment is to control as much as possible, giv- 
ing up only as much as it needs to or that is 
in its interests. The case studies of energy 
and telecoms bear this out. 

There are some interesting asides in 
this study that could do with greater 
elaboration. For example, the description, 
literally at the coal face, of how officials ap- 
proach privatizing companies under their 
charge, and what motivates and interests 
them—largely keeping enough of a hold on 
a company to gain benefits from it while 
ridding themselves of the tiresome day- 
to-day running of the entity. It is striking 
that over 6,500 companies filed for bank- 
ruptcy in each of the last five years, up 
from a couple hundred a year in the 1990s 
when China’s first bankruptcy laws were 
passed. And then there are the social costs 
of privatization—what to do, for instance, 
about the hospitals, schools, and other en- 
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tities that soes supplied as work units, but 
- which need to be looked after in another 
fashion when these companies are listed 
or their management structure changed. 
It’s clear though that in a wide swathe 
of activities the Chinese people have been 
given the space to develop their entrepre- 
neurial abilities. That process is irrevoca- 
ble. The crunch will likely come when the 
efficient private sector starts to encroach 
on areas that the Chinese government 
wishes to keep to itself. That will indeed 
be a case of testing the strength of the cage 
in which, so far, the bird has fluttered with 
increasing vigor and ambition. 


MAKING CHINA POLICY: 
FROM NIXON TO G.W. BUSH 
by Jean A. Garrison 
Lynne Riener Publishers, 255 pages, 
$58/$22.50 


er 


Reviewed by HUGO RESTALL 


N RECENT YEARS, plenty of au- 
thors have attempted to explain 

the ups and downs of the U.S.- 
China relationship. Journalists Jim Mann 
and Patrick Tyler, academics David Lamp- 
ton and Harry Harding, and former offi- 
cials Robert Suettinger and Alan Romberg 
have all tried their hand. After so many 
lengthy analyses, is there anything new 
to be said? 

Jean Garrison, a professor of political 
science at the University of Wisconsin, 
jumps into the fray with a slim volume 
that promises a new approach. She looks 
at how each president structured his for- 
eign-policy brain trust, and the way in 
which those advisers sold their prescrip- 
tions to the boss, and then to the Ameri- 
can public. 


oo Mr. Restall is the editor of the REVIEW. 


The idea that a diplomat could be a pol- 
icy entrepreneur selling a product might 
strike some of the actors as a coarse way of 
describing their function. But it does cap- 
ture a certain truth, that even within elite 
circles of people who have dedicated their 
lives to public service, there are still in- 
terest groups. Some administrations were 
collegial, but in others a more adversarial 
approach prevailed. And the infighting got 
down and dirty at times. 

While actual money was not involved, 
the currency of Washington, power, most 
definitely was at stake. When presidents 
didn’t have a powerful advisor to serve as 
an honest broker, or didn’t take that role 
themselves, the competition made the U.S. 
approach to China more volatile. 

Nevertheless, while this might explain 
some of the short-term variation in poli- 
cy of different administrations, did it re- 
ally affect the larger outcome? Successive 
presidents ultimately came to roughly the 
same conclusion about engaging China, 
despite very different ideologies, manage- 
ment styles and teams of officials. 

Moreover, events drove the way that 
China policy was sold to Congress and 
the public. Even though Jimmy Carter’s 
administration could hardly have been 
more different from Richard Nixon’s, So- 
viet expansionism in the horn of Africa 
and Afghanistan made it inevitable that 
the normalization of relations with Beijing 
in 1979 would be justified on the basis that 
it cemented an anti-Soviet alliance set in 
motion by Henry Kissinger. Ms. Garrison 
calls these “focusing events,” suggesting 
that they were of secondary importance to 
the advisors who utilized them. But events 
and pre-existing belief systems didn’t 
leave much room for the push-pull of in- 
ternal debate to set a different path. 

For instance, President George H.W. 
Bush at first downplayed human rights 
and didn’t kick up a fuss when dissident 
physicist Fang Lizhi was forcibly prevent- 
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No longer the preserve of elites, China policy is a political 


football punted around Washington by interest groups. 








ed from attending a presidential banquetin 
Beijing. Yet the demise of the Soviet Union 
and the Tiananmen Square massacre 
made it necessary to justify engagement 
with the neoliberal idea that engagement 
would eventually change the nature of the 
Beijing regime. 

George W. Bush entered office in the 
thrall of the Pentagon hawks on China, Ms. 
Garrison believes (she is overly credulous 
of former Treasury Secretary Paul O’Neill’s 
memoir on this point). But the Sept. 11 at- 
tacks allowed the Bush administration to 
use cooperation in the global war on ter- 
ror as the rationale for pulling back from a 
policy of “strategic competition” when U.S. 
forces were needed elsewhere. 

In the end, each administration found 
that it was impossible to stray off the path 
of engagement. Ronald Reagan, Bill Clin- 
ton and George W. Bush all came into of- 
fice promising to be tougher on Beijing, and 
concentrate on relations with Japan and/or 
Taiwan. Very quickly they ran up against 
the reality that marginalizing East Asia’s 
rising great power would mean paying a 
high price abroad and at home. Wrangling 
among advisers over how to frame China 
policy may have had some influence on how 
it was sold, but Ms. Garrison doesn’t make 
a convincing case that these had a material 
impact on the actual choice of policy. 

Indeed, in her last few paragraphs, Ms. 
Garrison somewhat undermines the ra- 
tionale for the book by concluding that 
despite the many battles over continuing 
engagement, this was essentially an inevi- 
table outcome: , 


Two major policy lessons emerge. The 
first is that the policy consensus on en- 
gagement, which has survived despite 
presidents with very different political 


pedigrees, exists for a very good reason— 
it is the only reasonable policy alternative. 
At a pragmatic level, China as a rising 
power cannot be contained or ignored. 


However, Ms. Garrison is right in one 
sense—the volatility in the relationship 
seem to be due not so much to shifts in pol- 
icy, but the way that the frames have been 
oversold at various points. At best they are 
oversimplifications of reality, at worst con- 
venient fictions. When they are exposed as 
hollow, that leads to disappointment and 
a backlash. 

For instarice, the idea that engagement 
would turn China into a liberal democracy 
has arguably set back ties, because Beijing 
has not only failed to pursue political re- 
form, but successfully cracked down on dis- 
sent. Americans already have an alarming 
tendency to bounce between the extremes 
of seeing China as an “us” or a “them,” as 
Ms. Garrison puts it, and overselling the 
relationship only makes it worse. 

There is reason for qualified optimism, 
however. Bill Clinton achieved his most im- 
portant China legacy, the passage of Per- 
manent Normal Trade Relations through 
the Congress, when he adopted more mod- 
est goals for integrating the country into 
the global system. George W. Bush has 
done much the same ever since the EP-3 
collision near Hainan. 

In that sense, the relationship has be- 
come healthier. Ms. Garrison is dismis- 
sive of Bush administration claims that 
relations are the best they’ve been in 30 
years. Yet she acknowledges that differ- 
ent strands of the relationship are going 
in different directions at the same time, so 
that the whole is no longer held hostage 
to one part. Indeed, she notes that differ- 
ent scholars have radically different as- 
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sessments of the state of play depending 
on what issue they are looking at. This is 
progress, perhaps even an indication of a 
“better” relationship. 

The biggest problem, which other au- 
thors have also addressed, is how to put 
U.S.-China relations on a stable basis now 
that the common enemy, the Soviet Union, 
has disappeared. Mutual economic bene- 
fit is one possibility, but the bilateral trade 
imbalance makes that a difficult sell with- 
in the U.S. 

At the time of normalization in 1979, 
polling showed that the U.S. population 
had a negative view of China, but supported 
the rationale for better relations. Favorable 
views of China crept up during the 1980s, in 
hindsight seen as the “golden years” of the 
relationship, and then since 1989 domestic 
opinion again turned cold. No longer the 
preserve of policy elites, China policy is a 
political football punted around Washing- 
ton by various interest groups. 

Ms. Garrison doesn’t propose an answer, 
but believes that engagement is still held 
back by the hope for regime change. “The 
greatest danger comes from policies based 
on single-issue agendas that emphasize 
differences rather than shared interests,” 
she claims, chief among them Taiwan. But 
the Bush administration’s firmness with 
both sides of the Strait not to unilaterally 
change the status quo seems to have paid 
off. The recent island-wide elections seem 
to signal that Taiwanese have run out of 
patience with Chen Shui-bian’s dead-end 
demagoguery and provocation. 

The book will be useful for those who 
need a concise primer of turning points 
and who said what to whom. The sources 
are primarily interviews with a few of the 
advisors, briefing papers from presidential 
libraries, press reports and the books men- 
tioned above. A higher level of skepticism 
toward Republican motivations is annoy- 
ing but not overly intrusive. Ms. Garrison 
confuses the Great Wall and Democracy 


Wall at one point, but this seems to be an 
aberration that slipped through. 

Closing the book, one looks forward to 
the day when one can search the internal 
debates on the Chinese side for patterns 
with equal freedom. Certainly there are 
some nice parallels on the surface about 
cack-handed attempts to draw lines in the 
sand. Bill Clinton blundered by trying to 
tie Most Favored Nation trading status to 
human rights in his first year in office, and 
then had to back down. China has tried to 
make ultimatums over arms sales to Tai- 
wan, with the same result. An account of 
policy entrepreneurship within a Lenin- 
ist system would make for a much more 
interesting read. 


THE SECOND FRONT: 
INSIDE ASIA’S MOST DANGEROUS 
TERRORIST NETWORK 
by Ken Conboy 
Equinox Publishing, 256 pages, 
S$25/$14.95 


te 


Reviewed by PHAR KIM BENG 


OES SOUTHEAST ASIA have a 
D burgeoning problem in Islamic 
extremism? The moniker “second 
front,” seems to suggest one, with the first 
front originally meaning Afghanistan. 
Ken Conboy, a seasoned Indonesian 
analyst, goes straight to the heart of how 
political Islam has tried to entrench itself 
in Indonesia almost from the start of the 
Indonesian republic. He begins by chroni- 
cling the fortunes of Sarekat Islam (Islam- 
ic League), founded in 1911, which marked 
the first attempt to create a “Darul Islam,” 
or Islamic state. 





œ~ Mr. Phar is director of research at the Global 
Alliance Partnership for International Develop- 
ment in Kuala Lumpur. 
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Though weakened by a series of operations against it, 


Jemaah Islamiyah remains a potent threat in Indonesia. 








Relying mostly on secondary historical 
sources and declassified intelligence docu- 
ments, Mr. Conboy’s forays into the origins 
of political Islam are sound. For instance, 
he was able to uncover the workings of Ko- 
mando Jihad, which later splintered into a 
ragtag criminal groups. 

Mr. Conboy is also correct to have ob- 
served that no groups or individuals have 
had any success in creating an attractive 
Islamic ideology since the 1950s. Indeed, 
efforts to introduce Islam—by political mo- 
bilization and in rare cases by force—have 
never been taken lightly by the state. 

Sarekat Islam’s first proponent, Kartu- 
sowirjo, a Javanese, not only failed in this 
endeavor, but was also executed despite 
being an old acquaintance of President Su- 
karno. Sukarno, and later on President Su- 
harto, kept political Islam frozen in amber 
during their time in power, using it only 
when it suited them. Political Islam, in 
other words, did not hold any truck with 
the state. 

Things have of course changed. In 1999, 
President B.J. Habibie allowed Islam to be 
used as a legitimate symbol of political ral- 
ly. Since then it has become respectable to 
merge politics with Islam. 

But it is here that readers are confront- 
ed with the teaser embedded in Mr. Con- 
boy’s book: Can Jemaah Islamiyah Gn, 
which was formed in 1993 by Abu Bakar 
Baasyir and the late Abdullah Sungkar, 
two Indonesian clerics based in Malaysia, 
be regarded as a part of the Islamic fabric 
in Indonesia? 

Mr. Conboy makes the case that 31 drew 
its inspiration from Serekat Islam, espe- 
cially the goal to create an Islamic state in 
Indonesia. That said, Mr. Conboy’s book 
is different from other tracts on Islam in 
Indonesia. 
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Whereas other Indonesia specialists 
have always paid homage to the role and 
importance of Nahdlatul Ulama (NU) and 
Muhammadiyah, two entities that were 
able to recruit millions of Muslim mem- 
bers, Mr. Conboy does not address them at 
all. A check of the index shows that neither 
party gets a mention. 

Nor did Mr. Conboy explain why radi- 
cal clerics like Messrs. Baasyir and Sungkar 
avoid NU and Muhammadiyah completely. 
This is strange, because unlike other Islam- 
ic activists in North Africa and the Middle 
East, where the option of joining an Islamic 
party was often denied to them, the same 
cannot be said of activists in Indonesia. 

In the aftermath of the Asian financial 
crisis, Abdurrahman Wahid, for instance, 
was able to use his influence in Nu to cata- 
pult himself into becoming the president 
of Indonesia at one stage. The distance 
between political Islam and power—the 
latter being what 31 has always sought—is 
therefore not large, or a warrant for JI to 
adopt violence. 

Nevertheless, Mr. Conboy finds little 
difficulty tying 31 to the history of Islam- 
ic activism in Indonesia. By dint of this 
move, Mr. Conboy finds himself in safe 
company with Sidney Jones, the director 
of the International Crisis Group, who is 
widely regarded as an expert of J1. Indeed 
the actual ambitions of 31 lie beyond In- 
donesia too. 

By 1995, Mr. Conboy writes that Mr. 
Sungkar had “began contemplating a re- 
gional Islamic super state—daulah Islami- 
ah raya—that would encompass Indonesia, 
Malaysia, Singapore, and parts of the Phil- 
ippines and Thailand.” In contrast, Islam- 
ic parties and organizations in Indonesia, 
even those in Aceh, have never embraced 
such wild and expansive goals. What Mr. 


Conboy did not mention, however, is that 
there now exists different factions within 
JI that repudiate the idea of an Islamic su- 
per state, preferring to “Islamize” Indone- 
sia first in order to tilt the balance of the 
entire region. According to Ms. Jones, this 
has led to the creation of “bombing” and 
“nonbombing” wings of the movement. 

Mr. Conboy’s work also contains an- 
other shortcoming: Despite the schools 
and camps created by JI in the region, 
there is no sense of the actual number of 
students or recruits that passed through 
their ranks. Yet, words like “exponential 
growth” are used. 

Still, if one ignores the methodological 
oversight, the case can be made that Mr. 
Conboy has made a significant contribution 
to the understanding of J1, especially its 
activities up to the most recent Bali bomb- 
ings in October 2005. The Second Front, for 
instance, provides details on the networks 
and exchanges fostered by J1 with other 
militant groups, and the military training 
it received in Afghanistan and Mindanao. 
In this sense, Mr. Conboy’s work could be 
read in tandem with the Ic@’s investigative 
reports, some of which were used to cor- 
roborate his own accounts. 

However, The Second Front also retains 
a stealthy characteristic throughout its 17 
chapters. Although Mr. Conboy used near- 
ly 274 footnotes to produce the numer- 
ous accounts on JI, the very richness of 
the narrative suggests the need for more. 
Many stories could not have been known 
without Mr. Conboy either being present 
at the scene, or receiving detailed notes on 
the interrogations conducted by the Indo- 
nesian intelligence. 

But if Mr. Conboy relied primarily on 
the latter, he was not candid with how 
he obtained such information, except to 
affirm in his preface that he used some 
intelligence sources who must remain 
anonymous. Hence, readers unfamiliar 
with Mr. Conboy, who has also authored 
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a book on the Indonesian intelligence ap- 
paratus, are left wondering about the au- 
thenticity of the accounts; or rather how 
he sourced the information from his con- 
tacts. Still, based on the careful narrative, 
one could give Mr. Conboy the benefit of 
the doubt. 

In all, there are many fascinating ac- 
counts that one can take away from the 
book, given the shadowy nature of J1. And 
although Azahari Husin, the leading Ma- 
laysian bombing expert in JI, was recent- 
ly killed in a police operation in Jakarta, 
Noordin Mohammed Top, the other key 
Malaysian operative, is still at large. JI, 
while greatly weakened by aseries of oper- 
ations against it, remains a potent threat in 
Indonesia and elsewhere by virtue of the 
willingness of some of its members to re- 
sort to suicide bombing. 


CONTRADICTIONS 
by Yang Gui-ja 
Cornell East Asia Series, 190 pages, 
$45.50/$23.50 
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Reviewed by MISHI SARAN 


OR ANYONE WITH an interest in 
Korean life, this newly translated 

bestseller is a delight. The reader 
gets an intimate look at what might go on 
behind one of the doors in a Seoul neigh- 
borhood, instead of another heaving tale 
of brothers separated during the Korean 
War. 

Author Yang Gui-ja, born in 1955, is 
one of South Korea’s foremost novelists 
and boasts a raft of literary prizes. With 
the creation of main character Jin-jin, 
Ms. Yang threw off the burden of having 
to tackle Korea’s great political issues, like 


os Ms. Saran, a former REVIEW books editor, is 
a Seoul-based writer. 
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Think of a South Korean Bridget Jones, but add a dark 
streak, a cool distance and emotional complexity. 
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democracy and postwar trauma, and set- 
tled down to telling the personal story of 
a young Korean woman. 

Translators Stephen Epstein and Kim 
Mi-young were among the millions of 
readers in South Korea who found them- 
selves enthralled with the novel when it 
first came out in 1998 under its Korean title 
Mosun. The duo received a grant from the 
Korea Literature Translation Institute to 
undertake the translation. 

As they point out in the introduction to 
the book—South Korea reads. Even with a 
population of about 45 million people, abe- 
loved writer’s novel can sell a million cop- 
ies. “Many people carried Mosun around 
on the subway, you would see its distinctive 
white cover everywhere,” Mr. Epstein said 
at the autumn launch of the English-lan- 
guage Contradictions in Seoul. “We were 
asked if we wouldn’t translate something 
more political, or socially conscious. We 
thought about it and we said ‘no.’” 

So the translators tried to capture the 
voice of an irreverent 25-year-old Korean 
woman in English. “In Korean, you need 
to find a way to pull things apart, break 
up a sentence that runs for several lines of 
Korean text,” Mr. Epstein said. 

It worked. The tale is ordinary and yet 
utterly engaging. Even while suspect- 
ing some cheap emotional trickery, one 
reaches for the tissues, flipping the pages 
to keep up with the story. 

Jin-jin is a laconic young woman who 
must choose between the two men in her 


life, cope with her father’s absence, and . 


coexist with a gangster-wannabe brother 
and a dissatisfied, dowdy mother. Here is 
her wry self-introduction: 


I could add several other items about 
myself. For example, I’m neither tall nor 


short, neither repulsive nor stunning, I’ve 
read a variety of books, and I know some- 
thing about this and that. 

And... the fact that I don’t have anything 
more to add is asad story. I can’t help feel- 
ing desperate that my life is so dull... My 
life is so lacking in dimension, so shallow, 
that you couldn’t plant a single mustard 
seed in it. Is it worth living like this? 


Think of a South Korean Bridget Jones, 
but add a dark streak, a certain cool dis- 
tance, considerable emotional complex- 
ity and family tragedy. Ms. Yang gives her 
characters sharp edges, mannerisms, hob- 
bies and obsessions lively enough to jump 
off the pages, but just as the reader frowns 
at the dawning hint of caricature, she reins 
them in. 

Take Na Yeong-gyo, one of Jin-jin’s suit- 
ors. A planner, he leaves nothing to chance 
on their dates, not even which route the 
pair will take home. It drives Jin-jin to dis- 
traction, or worse, boredom. “Things would 
have been much more interesting if seeing a 
movie was only a possibility. Or, even if we 
were going to see the movie, it would have 
been much more exciting if the rest of the 
day was a blank slate,” Jin-jin says. 

And so the author draws Jin-jin’s uni- 
verse in minute detail, the agony of her 
decision, the weather on a drive by the 
sea with the second suitor Kim Jang-u, a 
dreamy photographer with a weakness for 
the petaled beauty of mountain flowers. 

Rivulets of problems flank Jin-jin’s 
central dilemma. Her father, in every- 
body’s view, is a social failure, a destruc- 
tive drunk who lurches farther and farther 
from home and finally is a booming chasm 
in Jin-jin’s life. But she is unable to hate 
him, for she has glimpsed some of his de- 
mons and recognizes them. 
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Jin-jin’s mother struggles to make a 
living, selling goods in a market. There 
are touching details, like her unfortu- 
nate perm or a struggle to learn Japanese 
to cater to an imagined flood of Japanese 
tourists. Or her way of turning to “how 
to” books to solve other issues. In aching 
contrast, Jin-jin’s aunt, her mother’s twin 
sister, is a glowing, well-groomed woman 
with two accomplished children. 

But nothing is as it seems, as we learn 
in the shocking resolution of all loose ends. 
Some may find the ending a touch melo- 
dramatic, but for the most part the surge 
of Jin-jin’s story sweeps away all reserva- 
tions. Perhaps this is a trait of literature 
in a small, sea-surrounded country with 
extreme weather. People live heightened 
lives, their heartstrings tuned a few pitch- 
es tighter. 

Amidst the general gratitude for a good 
story, residents of Korea will recognize 
with pleasure certain flavors: the descrip- 
tion of a particular restaurant in Seoul, a 
soju-drinking bout, the changing seasons, 
a trip to a mountain temple. 

Fiction writers say finding a voice is the 
key to a successful protagonist and there- 
fore a good book. One could argue that 
finding the right atmosphere is equally 
important and Ms. Yang has managed to 
make her book a perfect, clouded day. She 
says in an afterward: “These days I find 
myself thinking again about how the writ- 
er’s spirit can strip away the rags of daily 
life and help assuage a sense of loss.” 

And sometimes a writer’s work, like 
a tennis player’s stroke, can hit a spot so 
sweet it reverberates regardless of geog- 
raphy or language. Jin-jin lingers, her vul- 
nerability barely disguised under her arch 
tone. In her refusal to flinch from describ- 
ing even the most demeaning, hurtful mo- 
ments, she finds a touching heroism. Mr. 
Epstein put it well: “Jin-jin may be fiction- 
al, but she became a friend.” 


REVIVING JAPAN’S ECONOMY: 
PROBLEMS AND PRESCRIPTIONS 
Edited by Takatoshi Ito, Hugh Patrick 
and David E. Weinstein 
MIT Press, 425 pages, $40 





Reviewed by WILLIAM MACNAMARA 


T IS POSSIBLE that some of the 
16 contributors to this volume— 

which was rather unfortunately 
published in August, on the eve of a de- 
clared revival of the Japanese econo- 
my—have lately joined the chorus of the 
bullish. Being economists, however, they 
more likely have remained cautious about 
Japan’s prospects for a sustained econom- 
ic revival. While noting that the econom- 
ic reforms that have accumulated since 
2001 have been a step in the right direc- 
tion, most of the authors focus on prob- 
lems with the Japanese economy that are 
deep and entangled enough to defy quick 
fixes and outlast any single reformist gov- 
ernment’s tenure. This volume defies the 
conventional wisdom by offering another 
perspective: Macroeconomic growth is 
a force that might mitigate, but will not 
solve, the deeper structural flaws in Ja- 
pan’s economy. 

Instead of seeming overtaken by recent 
history, these essays when read today can 
often convey a revealing degree of remove 
from the landmark events of September, 
when Prime Minister Junichiro Koizumi 
won an endorsement of his postal privati- 
zation scheme and seemed to usher in a cli- 
mate of reformist euphoria and economic 
resurgence. A case in point is the analysis 
by Takero Doi, an associate professor of 
economics at Keio University, of the Post- 
al Savings System that the Japanese Diet 
recently voted to dismantle and privatize. 





o> Mr. MacNamara is a recent graduate of Princ- 
eton University and a Princeton in Asia fellow at 
the REVIEW. 
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Privatizing Japan Post could damage the economy by intro- 
ducing a financial giant into the crowded banking sector. 





` The pss (the largest financial institution 
in the world), Mr. Doi argues, should not 
be privatized and allowed to directly com- 
pete with private banks, but rather remain 
a public bank with narrowed activities and 
asset-holdings consisting only of govern- 
ment bonds. To privatize the pss, Mr. Doi 
contends, would actually worsen the econ- 
omy, because it would introduce a financial 
behemoth into a private financial sector 
that is already “overbanked.” 
Overbanking is just one of the prob- 

lems undermining the Japanese banking 
sector, according to economics professors 
Takeo Hoshi and Anil Kashyap. In their 

` essay, the authors also identify three oth- 
er systemic problems: the extreme under- 
capitalization of Japanese banks, a result 
of the loan losses accumulated since the 
asset-bubble burst in the early 1990s; the 
dysfunctional practice of “ever-greening” 
loans, or extending additional credit to de- 
linquent borrowers (or “zombie” firms) in 
order to shield the extent of the banks’ own 
loan losses; and the generally “backwards” 
state of Japanese banks, which have not 
been able to develop the diverse and so- 
phisticated financial functions (such as 
derivatives transactions) performed by ad- 
vanced banks in other countries. The au- 
thors foresee a return to financial health 
only when a drastically merged or down- 
sized banking sector writes off its nonper- 
forming loans and diversifies its activities 
away from traditional lending and tradi- 
tional reliance on interest payments. 

Today, analysts might see Messrs. 

Hoshi and Kashyap’s criticisms as rath- 
er outdated, since the Financial Services 
Agency (FsA), the reformist banking reg- 
ulator, and general economic growth to- 
gether seem to be blazing a bright path for 
Japan’s financial sector. 





Giving such analysts food for thought, 
the authors investigate whether the finan- 


cial ills they diagnose might, after all, be 


cured by a “macroeconomic miracle” of 
the kind some see as currently unfolding. 
Can a sustained increase in spending, de- 
positing, and lending act to recapitalize 
and revitalize Japanese banks? Even pro- 
jecting generous growth levels in the com- 
ing years, Messrs. Hoshi and Kashyap find 
this scenario unlikely. 

In fact, an economic boom could sab- 
otage the banking sector’s nascent re- 
covery. This has to do with the famously 
“perverse” relationship between interest 
rates, bond values and bank profits in a 
deflationary economic environment. The 
relationship runs like this: Any sustained 
economic revival is likely to spur a rise in 
interest rates. Such an increase, howev- 
er, would diminish the value of Japanese 
banks’ core asset—bonds (Japan’s banks 
are estimated to have bond holdings total- 
ing more than $860 billion in 2004). Even 
a1% rise in interest rates, the authors esti- 
mate, would generate bond-related capital 
losses totaling about $33 billion, a sum sev- 
eral times higher than the combined an- 
nual profits that the banks have been able 
to post in the past two years. This could 
mean that near-term recovery is sustain- 
able only if deflation continues (a paradox), 
since the ongoing deflation is responsible 
for the low interest rate regime under 
which the bonds were issued. 

The fact that so many private banks 
hold so many government bonds in the first 
place brings us to a particularly unwieldy 
problem with the Japanese economy—the 
extent of government intervention. No 
matter what sector of the economy they 
are analyzing, the authors of this volume 
clamber over themselves to warn that ex- 
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cessive government interference in the 
economy is inefficient, distorting, and 
damaging. 

The basic problem with Japan’s govern- 
ment financial institutions (GFIs) (an ar- 
ray funded through the Fiscal Investment 
and Loan Program) several authors note, 
is that they lack liability, being ultimate- 
ly backed by the government. This allows 
them to fulfill certain roles—making long- 
term, risky loans to enterprises, financing 
public works, bailing out banks to forestall 
financial crises—but also invites them to 
cross an ambiguous line between neces- 
sary and gratuitous intervention. Just as 
private banks extend successive loans to 
unprofitable “zombie” firms, so do certain 
government financial institutions extend 
“emergency” loans to unprofitable banks, 
creating a chain of inefficiency that works 
to maintain the status quo while hinder- 
ing the ability of the financial system as a 
whole to face up to often painful market 
realities. 

The heavy presence of government in- 
stitutions in the financial sector can di- 
minish incentives for private banks to rid 
themselves of their bad loans and unprof- 
itable ways; they can be reasonably sure 
that an indulgent parent will bail them out 
if need be. 

This dependent relationship continues 
to operate in today’s sunnier economic cli- 
mate. The FSA announced in late Novem- 
ber that the six major Japanese banks, 
despite posting profits in the last quarter, 
still owe the government approximately 
$50 billion. Only one bank of the six has 
fully repaid its government bailout loans 
from the past 15 years. Until all of them do 
so, the rsa declared, the Japanese banking 
sector will remain in a “state of emergen- 
cy.” This declaration could indicate that 
financial regulators are enforcing needed 
responsibility in the banking sector. But it 
also conveys the degree to which Japan’s 
banks remain under de facto state control, 








their solvency dependent on the govern- 
ment’s good graces. 

Addressing monetary policy, Takatoshi 
Ito of the University of Tokyo and Columbia 
University’s Frederic Mishkin, stress that 
the Japanese economy is still weakened by 
deflation. Despite the Bank of Japan’s fore- 
cast that prices will stabilize in 2006, the 
authors argue that bold, “unconventional” 
measures are required to banish deflation 
once and for all. They advocate the BoJ 
adopting a two-phase stabilization strat- 
egy designed around “management of ex- 
pectations” techniques: First, the central 
bank should announce price-level targets 
and pursue every alternative method in 
its power (depreciating the yen, purchas- 
ing private assets like corporate bonds) to 
nudge the economy towards these targets. 
Once predeflation price-level targets are 
reached, they suggest, the monetary au- 
thority should adopt inflation targets (of 
the kind favored by incoming U.S. Fed- 
eral Reserve Chairman Ben Bernanke) of 
around 2%. 

Key to achieving the first phase, Messrs. 
Ito and Mishkin argue, is the BoJ’s long- 
term commitment to its zero interest rate 
policy (zirP). Here they engage an ongo- 
ing controversy that is currently pitting 
the Ministry of Finance against the Bank 
of Japan. While crediting arguments about 
the danger of Japan’s ultraloose monetary 
policy creating a liquidity trap (BoJ Gov- 
ernor Toshihiko Fukui, for one, has called 
the zirP policy risky and “abnormal”), the 
authors believe a premature rise in interest 
rates could pummel the economy by gener- 
ating huge capital losses for banks whose 
bond holdings would be severely devalued. : 
Only after prices reach their targeted pre- 
deflation levels (which could be years af- 
ter deflation itself reverses) should interest 
rates be raised. 

The arguments presented in this vol- 
ume tend to cast shadows across the bright 
projections that are currently multiplying 
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Paradoxically, an economic boom could sabotage the 
nascent recovery of Japan’s banking system. 





across financial media. In an opposite spir- 
it of contrarianism, Christian Broda of the 
University of Chicago and Columbia’s Da- 
vid Weinstein argue that the one problem 
that continues to alarm the pundits—Ja- 
pan’s government debt—is overrated. The 
authors disagree with statistics that tag 
Japan’s government-debt-to-Gpp ratio at 
200%, and they more generally disagree 
with the widely held view that the Japa- 
nese government’s debt levels spell an im- 
pending fiscal crisis. 

Inflated estimates of Japan’s govern- 
ment debt, they assert, result from con- 
fusing gross debt for net debt—in other 
words, by underestimating the consider- 
able but hidden government-held assets 
that offset the debt sums recorded in the 
budget books (this line of argument impli- 
cates one aspect of the maddeningly com- 
plex fiscal accounting system that other 
contributors argue must be made more 
transparent). After highly detailed analy- 
sis, Messrs. Broda and Weinstein conclude 
that the government-debt-to-Gpp ratio 
could be as low as 46%. 

That means Japan’s current debt and 
deficit levels are more or less sustainable. 
The authors address the chief factor that 
engenders prophesies of fiscal doom—Ja- 


pans’ aging and declining population, 
which will assumedly widen the deficit 
by demanding huge pension allocations 
from a shrunken tax base—and conclude 
that this supposed crisis is manageable 
too. Basically, all that needs to happen is 
arise in taxes. 

Noting that Japan has one of the lowest 
tax rates among OECD countries, the au- 
thors assert that a significant rise in taxes 
would not wreck Japan’s growth prospects, 
but rather reflect its status as a highly de- 
veloped economy. Whether Japan should 
levy European or American levels of taxa- 
tion is, they believe, a question open to the- 
oretical debate. 

The inclusion of Messrs. Broda and 
Weinstein’s essay in Reviving Japan’s Econ- 
omy is one example of how balanced and 
thoughtful the volume is. Far from rein- 
forcing a single thesis about the Japanese 
economy’s hopeful or hopeless prospects, 
the editors are intent on showing the com- 
plexities underlying Japan’s recent eco- 
nomic woes. The only idea that links each 
essay is its authors’ belief that the Japanese 
economy is as dysfunctional as it is improv- 
able. Wonkish and not for the faint-of-heart, 
the volume could make a skeptic of the most 
ardent Japan-revival enthusiast. = 
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THE TRIUMPH OF TRADE 
by Margaret Thatcher 
Vol. 156, No. 35, September 2, 1993, 
Page 23 

OW REMARKABLE HAVE been 
Asia’s achievements these last 
$ few years. On the economic 
front, the success of the four dragons— 
Hong Kong, Singapore, Taiwan and South 
Korea—has graduated into cliché, so fast 
have they grown. They are not alone. Ma- 
laysia and Thailand bid to become the new 
dragons. Others are following in their foot- 
steps. Even the communist states of Viet- 
nam and China are opening their markets 
and forsaking Marx; indeed, only North 
Korea remains faithful to its Stalinist 
heritage. Most recently, too, the econom- 
ic achievements of these newly prosperous 
nations of Asia have been paralleled by a 

democratization of the political process. 

Virtually none of this was predicted 
by the experts, which may be one reason 
references to “the Asian miracle” have 
become so popular. As a former prime min- 
ister of Britain, however, I can tell you that 
there are no miracles in either politics or 
the economy. Such success as Asia now en- 
joys is the result of unremitting hard work, 
an unquenchable spirit of enterprise, and 
sound economic policies. The fruits that 
Asians now enjoy are available to anyone 
willing to walk down this path. 

Today, unfortunately, the failure of 
our international arrangements threat- 
ens to put a brake on these developments. 
Asians do not need to be told that there 
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are ominous signs on the trade front. The 
chief sign is the failure to conclude the 
latest round of GATT, now some two years 
overdue. Even if the agreements reached 
at the recent Group of Seven meeting in 
Tokyo ultimately translate into a success- 
ful Uruguay Round, the truth is that GATT 
must move well beyond manufactured 
goods into agriculture and services. This is 
clearly the direction an increasingly glob- 
al economy is taking, but it is running up 
against familiar roadblocks. 

I am afraid that Europe bears much re- 
sponsibility here. Headlines earlier this 
year, for example, reported an EC decision 
to further limit the market share of Japa- 
nese cars, as well as a much-publicized ef- 
fort to restrict banana imports. Nor is the 
Ec’s trade animus confined to non-Euro- 
pean countries. Not least of the victims of 
such policies have been the newly liber- 
ated countries of Eastern Europe, which 
badly need access to Western Europe’s ag- 
ricultural markets if they are to develop. 

On my trips to East Asia I have been fre- 
quently asked about these developments. 
In particular, political and business lead- 
ers express concern about the creation of 
the North American Free Trade Agree- 
ment (Nafta), and whether this threatens 
GATT, The fear is that Nafta will emerge as 
another trade bloc, diverting investment 
and shutting out Asian imports. This in 
turn has led Asians to start thinking about 
the possibility of their own regional trade 
bloc, and what this might mean for an area 
with unhappy memories of a previous co- 
prosperity sphere. 

But before answering the question it 
is important that we think about what 
we are trying to promote. We must not 














There are no miracles in either politics or the economy— 
only hard work, enterprise and sound policies bring success. 





fall into the mistake of thinking that it is 
America that trades with Taiwan, or Eu- 
rope that trades with Asia. The truth is 
that it is American companies that trade 
with Taiwanese companies, and Europe- 
an companies that trade with Asian com- 
panies. Anything that facilitates this free 
exchange of goods and services without 
imposing other barriers is to be welcomed. 
By contrast, anything that attempts to fa- 
cilitate certain types of trade but imposes 
restrictions on others is to be viewed with 
suspicion. 

Thus the key to regional trade associa- 
tions is whether they reduce barriers and 
remain open to all entrants. This was the 
original design of Nafta, and so long as 
the final version remains faithful to this 
understanding, it should be viewed as a 
trade-enhancing agreement. The same 
might be said of the various attempts to 
create aregional Asian association. Any ar- 
rangement that sought to bring down the 
many barriers that still exist within Asia 
without raising new ones for those outside 
the region not only would strengthen Asia, 
it would create further pressures for freer 
trade elsewhere. 

For the ultimate lever against protec- 
tionism is simply to raise the costs of that 
protectionism by surrounding them with 


freer trade. At the moment some Euro- 
peans and some Americans believe they 
might wall off their economies from out- 
side competition, and they see in their 
relatively large markets the chance to do 
so. But I would invite them to witness the 
dramatic market opening reforms in In- 
dia, perhaps the most protected economy 
in the democratic world. If India, with a 
market greater than Nafta and the Ec com- 
bined, cannot protect its economy, then no 
one can. 

Certainly East Asia has much to con- 
tribute here. From tiny countries plagued 
by poverty and insurgency, the newly de- 
veloped nations of East Asia have become 
a model for the rest of the world. It is only 
right, therefore, that this most dynamic 
region of the world begin to exercise some 
say in promoting an international order in 
which we all might benefit from its high 
growth. The prospects are bright; the op- 
portunities unbounded. For those of us 
hoping to translate this into a successful 
international mechanism that would bring 
about a truly liberalized world trading or- 
der, we can hope for no greater influence 
than an Asia strengthened by the disman- 
tling of its own internal barriers to trade 
and emboldened by the political influence 
that would bring. = 
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Arsenic and Empathy 


WE RECENTLY MET a very courageous lady, 
Suciwati Munir, the widow of human- 
rights activist Munir Said Thalib, who was 
poisoned mysteriously with arsenic on a 
Garuda Indonesia flight from Jakarta to 
Amsterdam last year. A pilot from the In- 
donesian flag carrier is being charged with 
the murder. 

The airline flies on, albeit with a tar- 
nished image, a modified in-flight menu 
(i.e., sans arsenic) and an “improved” cus- 
tomer-care policy, which states: “Garuda 
has created and fostered a work culture 
which it calls ‘smile ’n care.’ This rep- 
resents the values and guidelines for all 
Garuda employees in the performance of 
their daily tasks and encapsulates values 
such as sincerity, motivation, innovation, 
loyalty, emphaty (sic), competence, com- 
mitment, attentiveness, reliability, and 
efficiency.” 


Feel the Love in Busan 


TT HAD THE dubious joy of spending three 
lonely nights in a Korean “love hotel” dur- 
ing the recent APEC summit in Busan. At 
the entrance to the neon-lit “motel,” a tiny 
cubby hole showing only the male clerk’s 
(clothed) torso served as the “reception.” 
Next to the elevator, a set of shelves— 
chockablock with porn. The room came 
with a supersized bathroom, designed, no 
doubt, with a more a casual bather in mind. 
However, the king-size bed was a disap- 
pointment. No vibrating mechanism, and 
no mirrors on the ceiling. And the flashing 
red, green and blue lights meant one could 
forget about getting any shut-eye—which 
probably explains the odd noises coming 
from the rooms of other “delegates.” 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 
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What does 
it take to 
profit in 








After two decades as a sournalist 
corporate executive & key insider 
James McGregor knows better than 
anyone how to work the system. 


‘Wise advice tor those who would 
be part of tt—advice to be ignored 
ony at therr peril.” 


Dan ergin, bestselling author 
of The Prize 


‘With his extensive hands-on 
experience in China and his 
formidable story-telling skills, his 
book is tiled with valuable lessons 
and advice.” 

~A Heny Kissinger 


“This 18 a delning book on how to, 
and how not to do, business in 
Ching.” 
—Shomas Donohue, President and CEO 
US. Chamber of Commerce 
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